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“’,..and I looked him straight in the eye and said, ‘NOV “ 


MARY: 


PEGGY: 


Boss or no boss, I just won't do it! Imagine him expecting a girl fo use one 
piece of carbon paper 60 times! 

Hold on, Mary! If you weren’t new here, you’d know he’s not expecting too 
much. You see, we use nothing but Roytype Park Avenue Carbon Paper, and 
one shect can be used not just 20 times, but up to 60 times, cleanly and clearly. 
Look, here’s proof... 








This is the first copy made with a fresh sheet of 
Roytype Park Avenue Carbon Paper. 
clear, and distinct it is. 
copies will also be clean, crisp, and easy to read. 


See how sharp, 
You'll find succeeding 





Laboratory test No. 36502, issued July 13, 1943, by United States Testing Co., Inc. 
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MARY: Glory be! How is it possible? 

PEGGY: Well, Roytype Park Avenue is made by the Royal Typewriter Company. They 
have special machines that soak the ink right down into the paper fiber—deep- 
inking, they call it. Plus that, Park Avenue’s extension edge lets you reverse 
each sheet, top to bottom, so that all areas of the paper can be used. 

MARY: Zsn’t it hard to get, these days? 

PEGGY: Not at all! It’s as easy as picking up your phone and calling your local Royal 
Typewriter Representative or Roytype dealer... Hey, where are you going? 

MARY: I’m going in and see that smart boss of mine. And, lady, I’m going to eat crow! 








Carbon Papers and Ribbons 


SK your Roytype Representative now 
A about the many different carbon 
papers in the complete Roytype* line— 
one of which will exactly fit your needs. 

Ask him, too, about Roytype ribbons. 
They’re made from a formula which 
enables the ink actually to flow through 
the fabric into the used parts—thus con- 
stantly renewing life. 


Buy on the Coupon Plan 
By purchasing your carbon paper and rib- 
bons on the Coupon Plan, you obtain the 
following advantages: 
1. You save money due to the discount al- 
lowed. 
2. You can redeem the coupons as you need 
fresh supplies of carbon paper and ribbons. 
3. You do not have to keep excess stock on 


hand. 


( ROYTYPE 


Carbon Papers and Ribbons 
made by the 


ROYAL 











TYPEWRITER col 


ei *Trade-mark Registered U. S. Pat. Off. 





Copr. 1944, Royal Typewriter Company, Inc, 














DATES AHEAD 


THIRTEENTH ANNUAL 
NATIONAL MEETING 


Hotel Stevens 
Chicago 


October 2, 3, 4, 1944 


September 


September 5—Buffalo, Twin Cities 

September 7—Quad-Cities 

September 11—Chattanooga, Kansas City 

September 12—Boston, Cincinnati, 
Cleveland, Milwaukee 

September 13—Baltimore 

September 14—Dayton, New York, To- 
ledo 

September 15—Portland 

September 19—Pittsburgh, Springfield, 
Syracuse 

September 21—Dallas, Los Angeles, San 
Francisco 

September 25—St. Louis 

September 26—Atlanta, Chicago, De- 
troit, District of Columbia, Houston 

September 27—Indianapolis, Louisville, 
Rochester, Western Michigan 

September 28—Seattle, Hartford 


NoTE: New Orleans meeting date to 
be announced. No September meetings are 
| scheduled for the following Controls: 
Bridgeport, Birmingham, Philadelphia. 


October 


October 3—Birmingham, Buffalo, Twin 
Cities 

| October 5—Philadelphia, Quad-Cities 

| October 9—Kansas City 

| October 10—Boston, Bridgeport, Chat- 

tanooga, Cincinnati, Cleveland, Mil- 

waukee 

| October 11—Baltimore 

| October 12—Dayton, Hartford, Toledo 

| October 16—Pittsburgh } 

| October 17—Springfield, Syracuse 

| October 19—Dallas, Los Angeles, New 
York City, San Francisco 

October 20—Portland 

October 24—Atlanta, Chicago, Houston, 
St. Louis 

| October 25—Indianapolis, Louisville, 
Rochester, Western Michigan 

October 26—Seattle 

October 31—Detroit, District of Colum- 
bia 
NoTE: New Orleans meeting date to be 

announced. 


| All dates above are scheduled dates. 


| Some changes may be made. 
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Editorial Comment 


Panoramic View point Essential 


AYS Mr. Allen U. Hunt, Chairman of the Commit- 
tee in charge of the Thirteenth Annual Meeting of 
the Controllers Institute of America, in the Foreword 
of the aavance program: “Controllership is a concept— 
not a catchword. Comparatively new, the concept of 
modern controllership is nevertheless already weil 
grounded on the bedrock of essential requirements by 
management, by stockholders, and by government.” 
He adds that the coming national meeting of control- 
lers on October 2, 3, and 4, at Chicago, was developed 
“to provide the controllers and financial officers of 
American corporations with the front-line facts and 
the panoramic viewpoint... .” 
Good doctrine, that, and well stated. Acquiring the 
panoramic viewpoint is difficult. It requires real effort, 
but without it, a controller is handicapped. 


A Move to Expedite War Contract Settlements 


eo which hold large prime war contracts with 
the War Department—about 200 of them—have 
been given an opportunity by the War Department to 
plan their termination procedures in advance of actual 
termination, by submitting in advance specific problems 
so that agreement may be reached as to their acceptabil- 
ity. The War Department feels that it is urgent that 
each of the larger prime contractors have what is de- 
scribed as a well rounded termination setup, with ca- 
pable personnel, and that it accept responsibility for its 
subcontractors also preparing adequate plans and or- 
ganization. 

The plans are to be submitted in written form. The 
War Department lists nine headings which indicate the 
scope of the suggested information. They include: A 
list of materials involved in the contracts (no small 
task in itself) ; plant clearance, and inventory lists. It is 
suggested also that contractors submit questions which 
they would like the War Department to answer. En- 
tering into advance agreements is a feature of this plan. 

Announcement of this forward step is encouraging. 
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The carrying out of this program should cut many 
months from the time needed to. effect settlements. 

The experience of the International Harvester Com- 
pany in trying to obtain a settlement of its $217,000,000 
contract for army tanks opened the eyes of the War De- 
partment, to say nothing of the company. This settle- 
ment required sixteen months. It was made necessary 
because of a change in the kind of tanks which the 
army wanted. The service is now thinking of settle- 
ments in 90 days. 

Lack of preparation on the part of the contractor is 
cited as the greatest single cause of delay in settlement. 
That is one point of view. The making of preparations 
can be expedited if the contractor can be informed as 
to what it is that he must prepare for—the conditions 
which he must meet. Cooperation between the services 
and the contractors, along the lines indicated in the an- 
nouncement by the War Department, will go far to- 
ward cutting down the time needed to complete settle- 
ments. International Harvester, and the Government, 
were breaking new ground, and it was to be expected 
that the procedure would be time consuming, under the 
circumstances. 


Rush Work on Surplus Disposal Legislation 


: surplus disposal bills in Congress are under dis- 
cussion as these lines are written. Congress hoped 
to dispose of it for a recess early in September. All 
recognize that this problem has an immediate bearing 
on the postwar economy. It is to be hoped that no glar- 
ing errors may be made in the interest of speed, or too 
much left to the judgment of administrators because of 
serious omissions from the law. The legislation is 
needed, and soon, but a recess by Labor Day should not 
be the first consideration of Congress. 


One Concept of a Controller 

a folks, in fact many, have no idea what a Con- 
troller is; others think they know, but unfortunately 

are misinformed. A controller, Mr. R. G. Shafer, of 
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the Minster Machine Company, of Minster, Ohio, gen- 
erates considerable heat in writing to The Controllers 
Institute of America on this subject, and points his 
finger at an official of Dun & Bradstreet, Inc., who, he 
says, is laboring under a misconception, at least. But 
let Mr. Shafer speak for himself. His letter reads: 


“While reading an article appearing in the August issue 
of The Advertiser's Digest, I was startled to read this state- 
ment made by Walter Mitchell, Jr., Director of Business 
Surveys for Dun and Bradstreet, Inc.—‘Commonly the credit 
manager reports to the comptroller, treasurer, or other fi- 
nancial officer—someone who is hired to save-money by 
pinching expenses’ (underscoring supplied by Mr. Shafer). 

“So there at last we have a definite opinion expressed as 
to the duties and purposes of a financial officer. 

“Personally, I am inclined seriously to challenge that 
definition, and I feel that every ‘comptroller, treasurer, or 
other financial officer’ should do likewise. But I also find 
that I must ask myself this question, ‘Is that the generally 
accepted opinion by those not engaged in the financial end 
of business?’ All too often I’m afraid the answer is, ‘Yes.’ 

“What have these professions done to cause such an 
opinion? Or put another way, what have they not done to 
prevent such an opinion? 

“Certainly the time is opportune to prove otherwise. The 
conversion to peace time production will afford unlimited 
opportunities to show how valuable is the need for the 
financial control and forethought exercised by ‘the comp- 
troller, treasurer, or other financial officer.’ 

“The postwar era, with its unprecedented competition, 
will also offer a vast field for counteracting this opinion 
and getting the purpose of financial executives more clearly 
and accurately defined in the minds of others. 

“Let’s organize, let’s plan, let’s get ideas from our fellow 
comptrollers, treasurers, or other financial officers and 
analyze this situation to determine first the cause, and sec- 
ondly, the cure. 

“Are we going to stand for being classified as ‘someone 
who is hired to save money by pinching expenses?’ 

“The foregoing letter is written without malice toward 
anyone and represents only a desire to determine whether 
you feel it would be worthwhile to call this matter to the 
attention of your members and obtain their reactions.’ 


The process of educating the business public as to 
what a controller is and what he does for his company, 
is slow, but it must be recognized that progress is being 
made. Mr. Shafer’s letter itself, and the inspiration to 
write it, are indications that the leaven is working. 


First Public Utilities, Then All of Industry? 


lee recognition and criticism of trends is more 
effective than complaint against established rules,” 
writes a controller, a member of The Controllers Insti- 
tute of America. That sentence is a part of a letter 
devoted to a suggestion that The Institute take note of 
the possibility that all of industry may find itself some 
day bound by the same stringent regulations with re- 
spect to accounting, with which public utilities have 
been working for many years. 


Rate regulation is the basis of governmental regula- 
tion of accounting for public utility regulations. Profit 
regulation, some believe, may become the basis of ac- 
counting regulation of industry and other business en- 
terprises. The fact that practically all business activity 
is subject to control in some degree by governmental 
agencies gives rise to the thought that prescribed ac- 
counting all along the line may be instituted, and be- 
come a fixture. 

Establishment of proper accounting principles should 
not be left entirely to governmental commissions. Ac- 
counting is not an exact science. Too many factors 
which are not fixed enter into the making up of ac- 
counts to permit laying down detailed rules governing 
it. If it is to become necessary for controllers to be on 
watch for such attempts and to protest against them 
while they are being hatched, they undoubtedly will 
do so. 


Pension Plans Now Being A pproved in Larger Numbers 


NCOURAGING reports are heard concerning the 

progress that is being made in Washington in pass- 
ing on, approving, and releasing the pension plans sub- 
mitted by companies during the past year. Plans which 
were in operation before enactment of the law requir- 
ing their approval are being passed on in Washington, 
and new plans are being handled in field offices. This 
problem alone has required much study, many confer- 
ences, and the obtaining of advice of attorneys and in 
some cases of actuaries, to say nothing of supervision 
by controllers. Just another job for that hard-worked 
official. 


Form W-4 


Be December 1, 1944, each employee must file 
with his employer a copy of Form W-4, the em- 
ployee’s withholding exemption certificate for wages to 
be paid on or after January 1, 1945. Collectors of In- 
ternal Revenue will furnish the revised form to employ- 
ers, but employers may provide their own forms, taking 
care to reproduce exactly all the material on both sides 
of the form. The material, it is pleasing to note, may be 
rearranged by the employer in any manner adaptable to 
his payroll methods. 

The previous form, in use for 1944, must be used to 
cover any wages paid in 1944, whether the wages are 
paid to new or old employees. 

The revised form enables the employee to claim the 
exemptions to which he is entitled under the law. There 
are three general classifications, single, married, and for 
dependents. 

Employers have become accustomed to acting as col- 
lectors of income taxes, and it is anticipated that there 
will be little trouble in complying with the provisions 
of the new law. The officials charged with the respon- 
sibility of devising these forms called members of the 
Committee on Federal Taxation, of The Controllers 
Institute of America, into consultation as to the work- 
ability of the plans while they were still under advise- 
ment. 








War Reveals Old Accountin 


Institute President Challenges Controllers 
To Improve Accounting Techniques 


One of the few favorable things which 
are said to have come out of the present 
war is that it has awakened us from a 
lethargy which for the nation was be- 
coming deadly to all progress and im- 
provement. From the controllet’s view- 
point, we have witnessed a revelation in 
thought which was inevitable, but which 
was simply being delayed. 

In our complacency we felt that we 
were getting along fairly well with the 
accounting methods used by modern 
business, but the enormity of the quan- 
tities involved in war production and the 
social impacts of the war period have 
placed an emphasis upon the shortcom- 
ings of our accounting techniques that 
might not have otherwise appeared for a 
long time. 

The preparation, therefore, of accurate 
and informative reports and statements 
both in the war period and postwar 
period for management, stockholders, 
employees, and the public, will consti- 
tute the greatest challenge that has ever 
been thrust upon controllers. A natural 
diversity of business practices and differ- 
ence of viewpoint between accounting 
and legal minds, together with the pol- 
icies of various governmental agencies, 
sometimes vague and undefined, to carry 
on the necessary regulations and controls 
under our wartime economy, have made 
it necessary for controllers to reappraise 
conventional accounting practices of the 
past and so amend, revise, improve or 
enlarge them as to give management the 
facts and figures necessary to meet the 
changing economic and social problems 
of the war and postwar periods. 

Priorities, allocations, price controls, 
wage stabilization, renegotiation, termi- 
nation, accelerated depreciations, wartime 
reserves; all of these clearly indicate how 
inadequate our old accounting conven- 
tions and principles are to give a proper 
expression of our present complex situa- 
tions and transactions. Controllers are 
urged to resume immediately the search 
for better accounting techniques, to re- 
flect the kaleidoscopic parade of complex 
problems which will pass before us as 
we come to the reconversion period. 

To these mechanical aids must, of 
course, be added honesty of purpose and 
a desire for completeness of disclosure. 
Through the period of the war effort 
management has reached a pinnacle of 
popularity and now has a splendid op- 


portunity to furnish leadership and serve 
the community as well as ourselves and 
our companies. I am certain that con- 
trollers will do their share toward sup- 
plying the light to illuminate the path 
which management will take. 

It is not possible in an article of this 
length to discuss all of the new prob- 
lems which will present themselves and 
the accounting techniques which will be 
necessary to reflect them accurately. Men- 
tion of a few, which are representative 
of these problems, should be thought- 
provoking, however. On those problems 
that are mentioned it may be difficult to 
give a definite solution, as many of them 
will be controversial for some time and 
our whole world is now in such a state of 
flux that solutions for today’s conditions 
become obsolete tomorrow. My only hope 
is that I shall be able to point out the 
nature of these problems and allow con- 
trollers to have an opportunity to give 
careful and complete attention to the prin- 
ciples which we have always regarded as 
fundamental or accepted, but which must 
now be revised and amended to serve our 
new and ever-changing needs. 

The task of providing these solutions 
is a hard one. It is also an important one 
and worthy of our best efforts. I do not 
share at all the belief recently enunciated 
by a certain financial man when he be- 
littled work of this kind, whether done 
by lawyers, accountants, or engineers. He 
expressed it as his opinion that because 
of the growing legal complexities of do- 
ing business under the ever-increasing 
maze of federal and state regulatory laws, 
“lawyers, and the equally parasitical pro- 
fessions of accounting and engineering, 
have come to enjoy an unprecedented 
position of importance in the investment 
world, although no audit or engineet’s 
report ever increased the intrinsic value of 
any stock or bond issue one jot or iota.” 

It is my humble opinion that a com- 
plete and honest disclosure of all facts 
and figures pertinent to the issue of any 
security represents the only basis on which 
intelligent conclusions can be arrived at 
as to the value of the security. To at- 
tempt to get along without this informa- 
tion would be as difficult and hazardous 
as to try to get along with a high- 
powered automobile without a steering 
wheel. I repeat that in my opinion the 
task ahead of us is an important one 
and worthy of the best brains and energy 
of all controllers. 
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BASIC PRINCIPLES 


Before discussing the mechanics of the 
required accounting techniques which are 
going to be required, there are a few 
general principles which should be men- 
tioned. These principles might be briefly 
stated as follows: 


1) Accounting is not solely a matter of 
mathematics. Good judgment and discre- 
tion must always be present. 
Accounting is, in many instances, a matter 
of convention and at any time merely 
represents the best judgment of the pro- 
fession as to how to measure and reflect 
the complicated transactions of the mo- 
ment. 
3) Accounting must serve a purpose and ac- 
complish an end, else it is of no value. 
4) Accounting techniques must be supple- 
mented by other broad considerations. 
5) A statutory formula is usually undesir- 
able, except as a last resort. 
6) A method of appeal must be available. 
7) The principles adopted must be flexible 
enough to serve all purposes. 


2 


ww 


It is always discouraging to me, and 
I presume to other controllers, to have it 
generally believed that accounting state- 
ments are only a matter of mathematics. 
If this were true, we would not need con- 
trollers, and public accountants, but could 
relegate the work to bookkeepers and 
accounting machines. All statistics and 
statements are more or less relative, and 
it is just as important to have the right 
orientations and implications of ‘state- 
ments, as it is to have the right figures 
of the moment. The mere fact that the 
figures are apparently accurate doesn’t 
mean that the statements will not be mis- 
leading nor that adequate information 
will be given to appraise a particular situ- 
ation. For many years the Securities and 
Exchange Commission has emphasized 
the importance of a complete disclosure 
of the whole transaction as contrasted 
with an accurate presentation of only a 
part of the transaction. 

Much has been written in recent years 
about the viewpoint which considers ac- 
counting as only a matter of conventions. 
All accounting techniques are now in 4 
state of flux and the mere fact that we are 
striving to record present transactions 
more accurately and completely is suffi 
cient proof that these conventions vaty 
from time to time and only represent our 
best thoughts at the moment. These con- 
ventions must change in order to serve 
a purpose and we must never lose sight 
of the fact that if the statements and fig- 
ures prepared by us do not serve a pur 
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ethods Deficient— John C. Naylor 


se, they are merely a waste of energy 
and time and have no place in modern 
business. 

I have no quarrel with those who are 
trying to formulate standards to cover 
as wide a range of accounting techniques 
as possible. As a matter of fact, I am 
entirely in accord with their efforts but 
such standards must always be limited to 
specific situations or at least analagous 
situations and then as time passes on and 
conditions change, revisions must be 
made to meet the new situations. Medi- 
cine, an exact science in the true sense 
of the word, must change its beliefs and 
concepts and has done so, else it would 
not have made the progress it has. Ac- 
counting is not an exact science such as 
medicine, but if we promote full and 
free discussions of problems and situa- 
tions, I am sure that many standards can 
be adopted which will be capable of wide 
application. The point I am making is 
that we must adopt these standards with 
an open mind and stand. ready and will- 
ing to change them when the weight of 
circumstances and changed conditions de- 
mand it. 

Further proof of the necessity of sup- 
plementing the mathematical side of ac- 
counting by other considerations is to be 
had in the various stages of regulations 
with respect to renegotiation. It was soon 
determined that a statutory formula, 
while possible as a last resort, could not 
be made so broad as to cover the vary- 
ing problems presented for determination. 
The final form which these regulations 
took might well be quoted here as they 
cover a broad range of thought with re- 
spect to the many aspects of business and 
show beyond any doubt the necessity for 
a controller to have an open mind and 
explore all the angles for each problem 
before reducing it to a mathematical 
statement. The other considerations re- 
quired by the new law are well known to 
most controllers, but bear repeating here. 
They are as follows: 


1) Efficiency of contractor, with particular 
fegard to attainment of quantity and 
quality production, reduction of costs, 
and economy in the use of materials, 
facilities and manpower; 

2) Reasonableness of costs and profits, with 
particular regard to volume of produc- 
tion, normal prewar earnings and com- 
parison to war and peacetime products; 

3) Amount and source of public and private 
capital employed and net worth; 

4) Extent of risk assumed, including the risk 
incident to reasonable pricing policies; 

5) Nature and extent of contribution to war 
effort, including inventive and develop- 
ment contribution and cooperation with 
the government and other contractors in 
supplying technical assistance; 

6) Character of business, including complex- 
ity of manufacturing technique, character 


and extent of subcontracting, and rate of 
turnover; 

7) Such other factors the consideration of 
which the public interest and fair and 
equitable dealing may require, which 
factors shall be published in the regula- 
tions of the Board from time to time as 
adopted. 


These statements speak for them- 
selves, but there is one specific point 
which I would like to make. In reading 
this, you will note that not only every 
business angle of the problem is to be 
considered, but the last consideration 
indicates a trend toward recognition of 
the social value of business and public 
interest in it. 

Accounting and the social aspects of 
business are now interwoven. The pub- 
lic accountants recognize the interde- 
pendency and so should controllers, as 
those responsible for the accounting 
methods of their corporations, even 
though privately employed. Accounting 
determinations are the basis for raising 
most of the revenue of our national and 
state governments; accounting deter- 
minations are the basis for the greatly 
increased regulation of business which 
has developed in recent years; account- 
ing determinations are the basis for 
declaration of dividends, the valuation 
placed upon business and the making of 
many policies by management affecting 
not only the companies involved, but 
the whole social structure. The social 
consequences resulting from the appli- 
cation of any accounting concepts or 
regulation must be carefully considered 
in the future. 

During the progress of the regula- 
tions with respect to renegotiations 
much consideration was given to the 
matter of a statutory formula. It was 
even considered at one time that the re- 
negotiation settlements would be tied in 
with the income tax law. It is bad 
enough to leave general fundamental 
principles even long enough for making 
use of a statutory formula, but if that 
in turn should ever be tied in with an- 
other law, nothing but confusion would 
result. Renegotiation could not be com- 
pleted until the tax returns were au- 
dited and inasmuch as different Bureaus 
would be administering the two laws 
with natural differences of opinion and 
judgment, one can readily see the diffi- 
culties that would be experienced. No, 
we must rely upon general principles 
rather than fixed formulae. 

While on the whole, it would seem 
desirable to have considerable authority 
lodged in administrative officers in or- 
der to expedite settlements and audits 
on the basis of sound accepted general 
principles, and allow those on the 
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ground and more familiar with the 
problem to use their best judgment, the 
democratic way of business compels that 
some method of appeal must be pro- 
vided against either poor judgment or 
biased judgment. The progress of re- 
negotiation regulations again affords a 
good example of this point. Under the 
1943 Act, an aggrieved contractor, who 
reached an impasse with the renegotiat- 
ing department had for the first time 
the expressed right to ask the Board to 
review the case, and if still dissatisfied, 
appeal to the Tax Court of the United 
States. 

Under the 1942 Act the contractor 
frequently received a flat and sometimes 
arbitrary determination as to the 
amount of his profits. The contractor 
probably did have the right to appeal 
from this determination to the proper 
courts, but the act did not so state, and 
it was a distinct improvement to have 
the contractor’s rights clearly stated in 
the present law. In a similar way, the 
1944 Contract Settlement Act provides 
an appeal either through the Appeal 
Board or by filing suit in the proper 
court. 

Finally, the principles of accounting 
must be flexible enough to serve all 
classes of industry. We do not want to 
be put in a strait-jacket and be required 
to have any set of uniform principles to 
govern all transactions even though on 
the whole they might be very sound. 


GERMAN ACCOUNTING 


I was interested some time ago in 
reading about the development of the 
German System of Accounting. Under 
this System reports must be made on a 
uniform basis. The whole emphasis of 
the reports is on the efficiency of the na- 
tional economy and has no regard for 
the profit motive, which is so important 
in this country. It is, of course, clear 
that the purpose of the German Plan 
has been to effect the utmost economy 
of resources, both labor and material, so 
as to achieve the maximum productivity 
rather than to further the interests of 
the individual undertaking. In the so- 
called ‘‘workshop accounting system” 
all transactions are recorded at fixed or 
standard prices, thus eliminating from 
the record of the producing concern all 
fluctuations due merely to fluctuations 
in prices. 

The Central Authority can then make 
appropriate use of these figures for 

rice control, location of material and 
labor, and all other regulative activities. 
Without a doubt, this System permitted 
the German Government to accomplish 
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exactly what it intended to accomplish, 
but in so doing the interests of others 
were completely denied. 

Under our American System, we, of 
course, want some fixed rules and some 
generally accepted principles, but we 
want to be allowed the necessary lati- 
tude to serve all purposes. It is not 
proper to slight either the interests of 
the government or the individual as 
both interests should be protected. Only 
on a sound basis of this kind can our 
regulatory bodies proceed with any de- 
gree of success. If regulations pass be- 
yond the point necessary to protect the 
government, the investor, or any part of 
the public, and merely result in placing 
business in a strait-jacket without serv- 
ing a useful purpose, such regulations 
then become a burden rather than a 
help to the economy as a whole. 

Flexibility in fixed rules and general 
principles does not necessarily mean a 
continuous change, and in the prepara- 
tion of any system of regulations, this 
point must be emphasized. In baseball 
parlance, it is necessary for a player to 
know when the game starts that three 
strikes are out. It would only result in 
confusion if the rules were continually 
changed and the player not notified. By 
the same token, while we must have 
flexibility in the regulation of business 
and changes need to be made in ac- 
counting techniques when necessary, 
they should only be made when a very 
distinct purpose is served. Furthermore, 
the changes should not come as a sur- 
prise to the interests affected. Not only 
notice of the changes should be given, 
but some plausible reason for them. If 
this were done, there would be a much 
better spirit of cooperation between the 
regulatory bodies and the vast number 
of business concerns who must operate 
under their rules and regulations. 


WHAT ARE SOME OF THESE PROBLEMS? 


I have discussed first the general 
principles and concepts as they are 
fundamental. They are basic. In the ap- 
plication of these principles we run into 
a different kind of problem and partic- 
ularly in this task will an abundance of 
good judgment be required. What are 
some of these problems that have been 
created by the war? Will they disap- 
pear at the close of the war, or will 
they continue to perplex us? Space will 
permit only a short discussion of a few 
of these problems, but in thinking of 
these, many others will occur to every 
controller. For convenience, I have 
classified these problems in the follow- 


ing groups: 


1. Wartime controls 

2. Renegotiation accounting 
3. Termination accounting 
4, Tax revision 
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5. Miscellaneous, such as reconversion re- 
serves, carfry-back provisions, deferred 
maintenance, separation allowances, de- 
teriorated, or useless non-war material, 
et al, 


WARTIME CONTROLS 


The very significant increases in re- 
cent years in the number, extent and 
complexity of the various controls of 
government over business have been a 
challenge to controllers to determine 
just what constitutes compliance with 
these regulations and to assemble the 
necessary information from various de- 
partments for filing the necessary re- 
ports. I only need to mention priorities, 
allocations, price control, wage stabi- 
lization, consumer credit, and the like, 
to bring to your mind the consideration 
which must be given by controllers to 
these problems. 

Each report involves a host of impor- 
tant accounting principles and since 
heavy penalties are frequently involved, 
it is important to make certain that the 
principles used in the preparation of 
these reports can be justified by the 
merits of the case. I refer to such things 
as Price Administration; the Regulation 
“W’”’ issued by the Board of Governors 
of the Federal Reserve System for the 
purpose of restricting the granting of 
credit to consumers of certain goods for 
civilian use; the requirements of the 
National War Labor Board and the Sal- 
ary Stabilization Unit in the Bureau of 
Internal Revenue to have wage and sal- 
ary classifications arranged so as to com- 
ply with their regulations and _ still 
maintain an adequate labor supply. 


RENEGOTIATION ACCOUNTING 


Under the 1942 Law, renegotiators 
were bound to consider cost items as to 
character, but not as to amount, deter- 
mined to be allowable for income-tax 
purposes, and had discretion, as to both 
character and amount, in respect to 
other items. Under the 1943 Act, the 
renegotiators were required to consider 
all items estimated to be allowable for 
income-tax purposes (excluding taxes 
measured by income) and may use their 
discretion thereto only in respect to the 
proportion of the stated or estimated 
amount that is properly allocable to re- 
negotiable business. 

The new law forbids inclusion among 
costs any amount for carry-back or car- 
ry-over, but it specifies that when amor- 
tization of emergency facilities is ad- 
justed for prior years for income-tax 
purposes because of the war’s end or the 
facility is otherwise rendered unneces- 
sary before the end of the five-year pe- 
riod the adjustment must be allowed 
retroactively to the extent properly al- 
locable to renegotiable business. With 
respect to such adjustment, however, re- 








computation will be made for tax pur- 
poses first, and a rebate then allowed in 
the light of changes made in the te. 
negotiable income, taxable net income, 
and income taxes related thereto. 

The distribution of administrative ex. 
penses has been marked by the greatest 
inconsistency and irregularity. Control- 
lers have a very pressing duty and an 
exceptional opportunity to delve into 
this problem and devise a basis of dis- 
tribution of such expenses when the 
regular line of production has been cut 
off by Government order in total or in 
part, when certain plants have been 
working practically continuously, and 
when the time comes when plants will 
be closed down in part or completely. 


TERMINATION ACCOUNTING 


A study of the progress of the termi- 
nation regulations will indicate both the 
nature of the accounting problems of to- 
day and the various ways in which they 
have been handled. 

Due to the shift in government per- 
sonnel, and the conflict of responsibility 
of different agencies, there was much con- 
flict and inconsistency, almost amounting 
to chaos in the early disposition of termi- 
nation settlements. The WPB Procure- 
ment Policy Board took an important 
step forward and must be given the 
credit when it initiated a movement to 
create uniform clauses and regulations 
that could be incorporated by reference 
in any war contract. Early in July, 1943 
the Procurement Policy Board issued a 
draft of a proposed Standard Termina- 
tion Article. 

By August, 1943, the War Depart- 
ment’s Procurement Regulation 15 and 
the Termination Accounting Manual were 
issued. The Termination Regulation is 
a product of the Army Service Forces, 
Termination Branch Purchases Division, 
whereas the Accounting Manual was de- 
veloped by Army Service Forces, Audit 
Division. 

On January 8, 1944, the Joint Con- 
tract Termination Board, with the ap- 
proval of Mr. Baruch, issued a directive 
entitled ‘Uniform Termination Article 
for Government Fixed Price War Sup- 
ply Contracts and Statement of Princi- 
ples for Determination of Costs There- 
under.” The. War Department’s Procute- 
ment Regulation 15 and its Termination 
Manual continued in effect and were 
amended to incorporate the uniform ter- 
mination article of the Baruch Committee 
and the accompanying statement of prin- 
ciples for determination of costs there- 
under. 

In this Statement of Principles for De- 
termination of Costs, reference is made 
to “recognized commercial accounting 
practices” as the basic standard, thereby 
emphasizing reliance upon generally ac- 
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cepted accounting methods followed in 
industry rather than special rules pre- 
scribed by government agencies. The 1944 
Act, among other things, enumerated cer- 
tain compensation principles to be con- 
sidered, ending with authority to the 
Director to include or exclude other cost 
in accordance with ‘recognized commer- 
cial accounting practice.” This urges me 
to repeat again the importance of work- 
ing out sound fundamental accounting 
principles which may be generally ac- 
cepted and which may be adequate to 
serve as many kinds of situations as pos- 
sible. 


TAX REVISION 


There is probably nothing which has 

exerted greater influence upon account- 
ing terminology and concepts than the 
various tax laws which have been im- 
osed on business from-time to time. 
The challenge to controllers as well as 
management generally, is expressed in a 
statement made by Roy Blough, director 
of the Treasury Department’s Division 
of Tax Research, in an address before 
the American Economic Association: 

"A very challenging opportunity pre- 
sents itself in the prospective redesign 
of a tax system for the postwar period. 
Thoughtful people everywhere agree that 
neither prewar nor the wartime system 
of taxation will be acceptable for postwar 
conditions.” 

It seems unbelievable that we should 
lack a clear tax policy, but the present 
patchwork structure represents an accu- 
mulation of ideas and principles too often 
the result of political compromise rather 
than the result of a fixed, sound tax 
policy. 

The American Institute of Account- 
ants has already gone on record as ap- 
proving the appointment of a Non-Patti- 
san Commission (Carlson Bill) and the 
Controllers Institute of America has been 
asked for its endorsement. At the pres- 
ent time our Institute’s committee on fed- 
eral taxation is giving this matter serious 
consideration. It would certainly be a 
ttemendous help to business generally if 
4 sound definite tax policy could be 
idopted. Here again, as in the case of 
fenegotiation and termination the prompt- 
Ness in ascertaining the exact amount and 
tecording of the proper liability are most 
important. 


RECONVERSION RESERVES 


A very sound accounting principle 
Which has prevailed over the years has 
been one which states that in order to 
tellect true income it is necessary to 
tatge against the gross income of the 
petiod all expenses involved in the pro- 
duction of that income. Much discussion 

been had regarding the need to pro- 











Vide reserves for the expenses of recon- 
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version, deferred maintenance, and such, 
in order to properly reflect income. The 
chief champion of this principle has 
been Mr. Victor Stempf, President of the 
American Institute of Accountants, who 
has written many articles and made many 
talks in behalf of this position. Con- 
trary views held by the Treasury Depart- 
ment, whose exponent until the time of 
his resignation was Mr. Randolph Paul, 
hold that this may be very sound in 
theory but for all practical purposes it 
presents too many administrative diff- 
culties to use to advantage. In its place 
the federal law has provided the so- 
called carry-back and carry-forward prin- 
ciple. This whole thing is in a state of 
flux, but it might be interesting to note 
here just a few of the developments in 
the thinking of accountants and gov- 
ernment men regarding these problems. 

Three different types of reserves have 
been proposed, none of which has been 
accepted by Congress up to this time. 
Under what is known as the ‘Specific 
Reserve” a certain amount is set aside 
for reconversion or other wartime ex- 
penses with the understanding that if all 
of the amount is not required, any unused 
portion of the reserves will be returned 
to war income. 

The second plan, known as the ‘Hatch 
Plan,” transfers an arbitrary amount, 
say 15 per cent. to 20 per cent. of the 
war income to postwar income. This, of 
course, merely means a shifting of a cer- 
tain portion of the income from wartime 
rates to postwar rates. The advantage is 
presumed to accrue from an anticipated 
reduction in rates. 

The third plan, known as the “Unre- 
stricted Reserve,” arbitrarily deducts 10 
per cent. to 15 per cent. of the wartime 
income with no return of unused portion, 
nor any tax in the postwar period. This 
is, of course, as Randolph Paul labelled 
it an “unvarnished reduction of wartime 
taxes.” On such a controversial issue it 
would probably be folly to make a cate- 
gorical statement as to the best plan to 
cover such a variety of circumstances, but 
there are certain dangers which should 
be known by Controllers and the com- 
panies they represent. 

In order to get advantage of the carry- 
back and carry-forward provisions, it is 
necessary either to have a loss in some 
year or to have income less than the ex- 
cess profits credits of the particular years. 
If the operation of these provisions is 
visualized, one will readily see that the 
effect will be much different upon corpo- 
rations, depending upon the profit or 
lack of profit during the postwar years. A 
still more important point to bear in 
mind is that if the excess profits tax were 
to be repealed organizations should make 
every effort to see that the carry-back 
carry-forward provisions ate kept intact, 
because after all these provisions repre- 
sent a compromise in lieu of reconversion 
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reserves and should not be taken away 
from the taxpayers. 

Upon a recent occasion Mr. Paul ex- 
pressed himself that the retention of these 
provisions might well depend upon the 
attitude taken by business with respect to 
advantages under the tax law, and that 
it would be a serious thing for business 
if the public got the impression that 
business generally, and large corporations 
particularly, felt that they had a vested 
interest in these tax savings and were 
able to obtain relief beyond which seemed 
fair to the public. In other words, the 
proper use of these provisions may go a 
long way toward determining whether 
they are continued. It must be borne in 
mind that the Treasury Department has 
rather been of the opinion that these re- 
serves might be construed as subsidies. 
While, from an accounting standpoint we 
cannot share their view, we must be re- 
alistic enough to acknowledge the think- 
ing which is going on along that line 
and to make certain that our actions do 
not provoke Congress into taking away 
our present rights. 

Comparisons are frequently dangerous, 
but it is interesting to note how England 
has met a similar situation with respect 
to deferred maintenance. Its policy is set 
forth in a directive issued by the Chan- 
cellor of the Exchequer, as follows: 


“Wartime circumstances often preclude the 
possibility of carrying out repairs and renew- 
als, which have to be deferred until the end 
of the war. Where the commissioners ‘of In- 
ternal Revenue are satished that expenditure 
on repairs and renewals has been deferred, and 
that special reserves have been made out of 
current profits to provide for the expenditure, 
the commissioners will be prepared to defer 
payment of the corresponding amount of the 
excess profits tax until the end of the war, 
and if the expenditure is then carried out, 
the duty in suspense will be discharged.” 


PREPARATION OF FINANCIAL 
STATEMENTS 


So must for the general accounting 
principles which are going to need care- 
ful thought before revision. The next 
question is just how these revised ac- 
counting concepts will affect the prepa- 
ration of financial statements. Since the 
points involved in preparing the finan- 
cial statements will present themselves 
in the same pattern as I have discussed 
the accounting concepts, I shall use the 
same order in discussing the financial 
statements. 

Rene gotiation. The progress of our ac- 
counting thought in the matter of re- 
negotiation is well reflected in the prep- 
aration of current balance sheets. When 
this problem was first upon us its pres- 
entation in the balance sheet usually 
consisted of a footnote, either indicat- 
ing that renegotiation had not been 
completed, or that the amount was ap- 
proximately a certain figure. As time 
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went on there was more and more pres- 
sure brought to include the figures, even 
though estimated, in the balance sheet 
proper rather than to cover by a foot- 
note. 

Some months ago the New York 
Stock Exchange requested listed com- 
panies to send notices to their stock- 
holders giving the amount of any adjust- 
ment resulting from the renegotiation 
referred to in a particular report. In 
September 1942, the American Institute 
of Accountants stated the footnote was 
ample to accomplish full disclosure. In 
a supplementary bulletin in December 
1943, it expressed as rather its first 
choice incorporation into the accounts 
of the best estimate available and fail- 
ing that a suitable footnote making full 
disclosure of all the circumstances. 

Much argument could be had regard- 
ing the precise way of stating the results 
of renegotiation, but the only purpose 
of my paper is to throw out a challenge 
to controllers, and public accountants 
for that matter, to provide the best ac- 
counting procedure for handling this 
item, bearing in mind all the time that 
it is important to have complete dis- 
closure and to work no hardship upon 
the particular company. 

Retooling, Plant Conversion. This cap- 
tion alone is sufficient to start a control- 
ler thinking with respect to the items 
on which he must make a decision in 
preparing present and postwar balance 
sheets. Will expenses of this kind be 
charged to current expenses?; charged 
to a reserve in whole or in part, which 
has been provided for that purpose?; 
handled as a deferred charge?; or 
charged to surplus? Some very valuable 
literature is being published now setting 
forth the nature of different reserves 
and the manner in which they should be 
handled and I urge upon each Control- 
ler to make a very careful study of this 
problem. 

Balance Sheet vs. Profit and Loss State- 
ment. The old question as to which is 
more important, the balance sheet or 
profit and loss statement is again com- 
ing to the fore. In previous days many 
have thought that if the balance sheet 
valuations are sound and the liabilities 
are accurately recorded, the difference 
between the net worth at the beginning 
of the year and at the end of the year 
must be the amount of profit realized 
during the year. The only question to 
be determined would be to separate the 
_various factors into appropriate head- 
ings. Tremendous difficulty in the val- 
uation of all assets at the present time 
whether current or fixed brings up the 
problem as to whether more emphasis 
should be placed upon the profit and 
loss statement, although this leads to 
the very important questions as to just 
when revenue is realized and just what 
purposes are to be served by accounts. 
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Are we going to say that revenue is real- 
ized when the transaction is made?; 
when it is completed?; when the cash 
collections are made?; or at some other 
arbitrary date which might be fixed by 
an appropriate contract? Is the purpose 
of the accounts to protect equities, as- 
sist management in controlling the 
business or maintenance of statistical 
records? These problems are going to 
require some sound thinking. 

Are Current Assets Really Current? 
There was a time when accountants felt 
pretty certain that when they placed items 
in the list of current assets, they were 
really current. Is that true any more? 
How is one to value items of current mar- 
ketable value which have been frozen by 
regulation? What should be done with 
supplies held in amounts which either 
through regulation or for some other 
reason cannot be sold at the present time, 
and which may be ample for several 
years? Much thinking will also need to, 
be done along this line, but in the interim 
it seems to me that the most important 
thing is to make full disclosure of the 
circumstance, both as to the nature of the 
items and as to the approximate amount 
of dollars involved so that banks, cred- 
itors, and the public generally may know 
the real situation. A statement in a recent 
report of the Committee on Terminology, 
American Institute of Accountants, in- 
dicates that consideration should be given 
to whether there should be either some 
modification of present practice or a fun- 
damental change in classification. 

Goodwill. One more item which is 
undergoing a rather radical change in 
accounting thought is the question of 
goodwill. The old theory was that if 
goodwill were genuine, and had been 
purchased with either cash or a valuable 
stock, it should remain on the balance 
sheet indefinitely. There is developing a 
thought now, however, that this item has 
a tendency to degenerate or deteriorate 
just as any tangible item and the regu- 
latory bodies have begun to give very 
serious thought to the way in which this 
item is handled in current financial state- 
ments. This item has many ramifications 
and implications and might seriously dis- 
turb not only the financial statements, 
but also dividend policies of companies 
if any regulations based upon this theory 
do not consider every factor involved 
before making any compulsory rules. It 
would seem desirable to allow any regu- 
lation of this kind to be held up until 
through investigation and proper presen- 
tation such principles would be found 
generally acceptable. This would, of 
course, not preclude any appeal for vol- 
untary compliance with this idea, but 
since the importance of such a regulation 
might be so serious it seems to me that 
the regulatory bodies should certainly go 
slow in formulating a rigid definite rule 








at this time. This matter of goodwill wil] 
be discussed more fully later on in con. 
nection with some legal concepts. 


Cost ACCOUNTS SHOULD BE 
REJUVENATED 


Not only should the preparation of 
financial statements be given serious con- 
sideration, but cost accounting generally 
should be rejuvenated. It was formerly 
a very simple matter to compile the direct 
material costs for any item, and then ina 
fairly accurate way distribute the over- 
head expenses. Many complications, how- 
ever, will result from the vast produc- 
tion built up during the war period. Many 
concerns will have thousands of stand- 
ard costs which need to be adjusted, both 
on account of the changed labor situa- 
tion and changes in processes and equip- 
ment used. On one side of the street will 
be a former first-class plant, now made 
obsolete by newer equipment installed 
elsewhere during the war. On the other 
side will be a plant representing the last 
word in modern equipment. Each of the 
plants may be operated at varying capaci- 
ties, during the postwar period. One may 
be used and the other discarded. The 
problem for controllers to work out is 
the particular cost principles which should 
be applied in the preparation of state- 
ments if management is to be expected 
to make intelligent use of these state- 
ments. 

The whole question of labor problems 
raises a very new and interesting field 
for the controller to study. How many 
controllers have any dependable informa- 
tion upon the cost of hiring employees?; 
the cost of high turnover?; the cost of 
educational programs? How much data 
is there upon what constitutes a good 
day's work?; what effect upon produc- 
tion results from long periods of ovet- 
time, etc.? These are not new problems, 
but they have had an increased emphasis 
placed upon them. They will need to be 
solved if the cost statements are to serve 
the most useful purpose. 

It was not just a coincidence that the 
great strides made in the improvement 
and simplifications of production meth- 
ods came simultaneously with the ad- 
vancement in accounting techniques for 
the costing and classification of manufac- 
turing expense. Controllers and account: 
ants except in isolated instances did not 
design machines nor install modern man- 
ufacturing processes but their statements 
of-costs under different operating condi- 
tions often determined which processes 
were selected by management and which 
ones were discarded. I feel quite sufe 


that we can provide the same useful in- 
formation with respect to present cost 
problems as we have with respect to those 
in the past. 

(Please turn to page 412) 
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Net Operating Losses Under 


Section 122 of the Internal Revenue Code 
covers carty-backs and carry-forwards of net 
operating losses. In addition to this section, 
the Code provides for a carry-back and carry- 
forward of, excess profits credit for two years, 
for a five-year carry-forward of certain capital 
losses, and for a one-year carry-forward of 
losses of personal holding companies and com- 

ies taxable under Section 102 because of 
the improper accumulation of surplus. 

The carry-over principle was first introduced 
in the revenue laws in 1919 when a one-year 
carry-back was enacted in order to provide re- 
lief from losses arising out of the first world 
war. The carry-forward principle became a 
regular part of the law in 1921 and contin- 
ued therein to 1942, except for a period be- 


. tween 1933 and 1939 when it was abandoned 


by the Congress in the interest of increasing 
the revenue. Section 122 makes the first pro- 
vision for both a carry-forward and a carry- 
back of losses for two-year periods. The sec- 
tion affects net taxable income in contrast to 
the other mentioned sections, which have ap- 
plication to specific taxes or specific items of 
income and deductions. 

It is recognized by accountants and others 
that the annual accounting for profits and 
losses contains inherent weaknesses, and that 
it is usually impossible to break down the life 
experience of a corporation into calendar pe- 
tiods that will exactly reflect the profit or loss 
for those periods. The carry-forward prin- 
ciple is a partial recognition of this situation 
to the extent that it recognizes a normal rela- 
tionship between alternative profits and losses 
and that losses in themselves often precede and 
in : manner become the source of subsequent’ 
pronts. 


CARRY-BACK OBJECTIVE 


One of the main objectives in providing the 
carry-back principles in the Revenue Act of 
1942 was to create, in some manner, a sub- 
stitute for the need of business for post-war 
teserves that would be deductible for tax pur- 
Poses. It is believed that earnest and thorough 
consideration has been given to the problems 
of industry in connection with post-war re- 
serves, but there seems to be no_ practical 
method of allowing a deduction for expenses 
of the type contemplated in these reserves, 
during the current years; that there exists no 

od of currently measuring such expenses 
and that it is impossible, as an administrative 
problem, to provide for them in a manner that 
Would protect the revenue. The carry-back 
Principle recognizes post-war expenses when 
ty are incurred and without the necessity of 
t difficult segregation and classification, if 
- expenses occur in a year of overall net 


The application of Section 122 is precise. 

ere are in it no elections as to the order of 
pplication. A net loss is first carried back 
0 the second preceding year. To the extent 

tit is not absorbed in that year, the bal- 
ance is carried back to the first preceding year. 
‘any of the net loss then remains, it is car- 
tied forward to the first succeeding year and 
from then to the second succeeding year. This 
order 1s Maintained with relation to two suc- 
Ceding net loss years, the loss of the first year 
ing fully applied in strict chronological or- 


Section 122 


By Edward P. Tremper, Jr. 


der before applying the loss of the second 
year. 

The definition of the net loss which is car- 
ried backward and forward is not necessarily 
the same figure that would appear on the tax 
return. It is adjusted to a statutory concep- 
tion of true economic net loss. To determine 
this adjusted figure, certain items as non-tax- 
able income are included, certain non-deduc- 
tible expenses are deducted, capital gains and 
losses if otherwise subject to limitations are 
included in full, and percentage depletion may 
be adjusted to a cost basis. The years to which 
the loss is carried are also adjusted in a some- 
what similar manner. 


CuRRENT CONSIDERATIONS 


There are a number of special matters to 
consider in connection with Section 122, many 
of which should be currently considered rather 
than postponed until such time as a net loss 
occurs. The net loss carry-back and carry-for- 
ward is available only to the legal entity 
which incurs the loss. Thus, careful considera- 
tion should be given to the effect of any fu- 
ture net operating losses in connection with 
any proposed liquidation, merger, or other 
change of legal entity. Inasmuch as special 
rules govern the availability of the carry- 
back and carry-forward in consolidated returns, 
consideration should likewise be given to its 
effect before consummating any change in the 
inclusion or exclusion of corporations within a 
consolidation. 

Under Section 122, any short taxable year 
is treated, for the purpose of the chronological 
application of carry-backs and carry-forwards, 
as a full taxable year. Under this provision, 
a change of fiscal year, necessarily involving 
one taxable year of less than twelve calendar 
months, would result in the net operating loss 
being available over a shorter period than 
that contemplated in the statute. 

Although one of the main objectives in the 
creation of the carry-back provision was to 
provide a substitute for post-war reserves, there 
are two fundamental deficiencies in the section 
for this purpose. First, Congress can and 
might repeal such a provision at the very 
time it became generally applicable to tax- 
payers. We have already seen such a situation 
in the repeal of the carry-forward provision 
during the years 1933 to 1939, and there is, 
of course, no assurance that similar action 
may not reoccur. Second, in connection with 
this particular phase of the problem, the funds 
arising from the carry-back may not be avail- 
able until long after the need for them has 
arisen. Under present law, a net loss cannot 
be carried back until such time as the net loss 
is determined and the tax return for that year 





filed. Following such filing, it becomes neces- 
sary to make a claim for refund, which under 
normal procedure would add considerable de- 
lay to the actual receipt of the funds involved. 
There is not even an interest compensation 
provided for this situation, as interest on claims 
for refund arising out of Section 122 does not 
start running until the claim is filed. 

Randolph Paul in his article, “The Annual 
Concept of Tax Accounting,” has recommended 
to the Treasury that, upon estimate of a net 
loss currently -being suffered, the taxpayer be 
permitted to postpone the payment of prior 
years’s taxes in recognition of such anticipated 
loss. This would have the effect of providing 
the necessary funds at the time when they 
would most likely be needed. 

The principle of carry-backs and carry-for- 
wards should result in a precise determination 
of its effect, and there appear to be no ad- 
ministrative difficulties in its application. Sec- 
tion 122 has the general effect of freezing 
both taxable legal entities and fiscal years. It 
is believed that the annual concept of account- 
ing often results in gross inequities and that 
the basic principles involved in this section 
are sound and should permanently take their 
place as a correction of such inequities in the 
taxation of income. 


Vast Postwar Housing Demand 
Forecast in Survey 


America’s postwar demand for housing 
probably will exceed 1,000,000 units per 
year for the first ten years after the firing 
stops and should bring employment and pro- 
duction in the home-construction and related 
industries up to levels “in excess of anything 
accomplished in the past.” 

This is one of the central findings of the 
research staff in a major survey of the entire 
field of American housing, its problems and 
prospects, soon to be issued by The Twentieth 
Century Fund. The research was directed by 
Miles L. Colean, architect, who resigned his 
post as Assistant Administrator of the Federal 
Housing Administration to conduct this sur- 
vey. Advance portions of the research re- 
port were made public recently by Evans 
Clark, Executive Director of the Fund. 

Looking at the housing situation today as 
a starting point, The Twentieth Century 
Fund’s research report finds “the housing 
stock as a whole is in an extremely deteri- 
orated condition. In urban areas, more than 
23 per cent. of all dwellings had no private 
bath in 1940 and over 10 per cent. were in 
need of major repairs. In the rural com- 
munities these percentages were considerably 
higher, and on farms higher still. 





in Seattle, of Aiien R. Smart & Co. 





POINTS WORTH NOTING 


These observations on Section 122, by Mr. Tremper, were presented 
at the April 27 meeting of the Seattle Control of The Controllers Insti- | 
tute. Mr. Tremper, a certified public accountant, is resident partner, | 
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The war has brought to business many 
problems to be solved. Service organiza- 
tions such as ours have an opportunity to 
see the wheels turn—to see some of the 
skids and the ingenuity applied to pre- 
vent repetitions of errors. I want to ex- 
press my admiration for the job that has 
been and is being done and to also re- 
cord my confidence that if private busi- 
ness is given a reasonable opportunity, 
that management and labor will together 
solve the many difficult problems that will 
confront us in the post-war transition pe- 
riod. 

The function of the controller in this 
war period is extremely important and 
will be equally so in the postwar period. 
The control of the investment in fixed 
assets and the charges incident thereto 
are two of your problems, and clear think- 
ing as to basic principles is of impor- 
tance to you. I find that management is 
giving increased consideration: to the fixed 
asset accounts—to depreciation—to main- 
tenance and repair requirements—to pos- 
sible postwar costs of plant rehabilitation. 
Some of this consideration is due to ex- 
pediency, but I find an increasing desire 
to get the property facts and to reasonably 
assure that the investment in fixed assets 
is under as adequate control as for the 
other accounts. I predict a continuance 
of this trend. 

After all, we in industry today are in 
an unusual position and there is more 
than ever a need to have all the facts 
available for use as required. 

Today the government is our biggest 
customer, either directly, through sub- 
contracts or indirectly. We should be in- 
terested in pleasing our most important 
customer and showing that we have been 
fair in our determination of costs and 
profits. 

Today the government is our biggest 
landlord, as there are billions of govern- 
ment facilities leased to industry. Some 
day the landlord will demand an account- 
ing of the property under lease. 

Today the government is an important 
partner in our businesses and expects an 
accounting for his legal share of the prof- 
its. It is usually a far larger share than 
goes to the stockholders or is retained for 
the future use of the business. You can 
hardly expect him to accept your word, 
without verification. You owe it to your 
stockholders to be reasonably sure that 
your distribution, as between the inter- 
ested parties, is correct. The importance 


Depreciation Problems in the War 
and Postwar Period 


By A. B. Hossack 


of depreciation becomes clearer when you 
compare the dollar depreciation with the 
dollar net profits, either before or after 
taxes. 


PRESENT PROBLEMS 


Present problems pertaining to the fixed 
assets and their charges for most com- 
panies are primarily divided into three 
principal groups. 

(1) Income and Excess Profits Taxes. 
(2) Renegotiation and Contract Termina- 
tion. 


(3) Government owned facilities and emer- 
gency facilities subject to amortization. 


It has been my observation, based upon 
more than thirty years’ experience in the 
valuation of plant assets, their equities 
and the charges resulting from their use, 
that most of the disputes and problems 
are the result of 
(a) Not having the facts relating to Plant 

assets suitably recorded. 

(b) Trying to outguess the taxing authori- 
ties. 

(c) Failure of management to realize that 
there is a responsibility for adequate 
control of the cash invested in the tools 
of production and distribution. 


Depreciation is a fact, not an account- 
ing theory. The mere fact that the time of 
ultimate disposition cannot be definitely 
determined is no excuse for failure to 
give consideration to the facts that are 
available for review from time to time, 
to indicate the probable future usefulness 
of the assets and the depreciation that 
should be included in the cost of produc- 
tion. 

The fact that depreciation does not oc- 
cur in equal annual installments is being 
increasingly driven home to the manage- 
ment of many operating companies, dur- 
ing this period of multiple shift opera- 





tion. The accounting profession is at last 
beginning to appreciate that certain prop. 
erty data should be available and that 
the adequacy of reserves and depreciation 
provisions should be examined from the 
appraisal engineering point of view. 


Tax DEPRECIATION 


As practically every business has the 
tax problem and is going to have it in the 
future, I shall discuss this point first. 
Tax rates are high—depreciation is an 
allowable deduction in computing taxable 
income—no one wants to pay more than 
their fair share of the tax burden. Is it 
surprising that there are disputes as to 
the depreciation allowable? A dollar dis- 
allowed now as depreciation, means many 
times a dollar in tax and interest. You 
cannot afford to guess at your deprecia- 
tion if there are any facts that you can 
assemble that will reasonably assure you 
that your claimed deduction is properly 
allowable. 

Unfortunately the amount of deprecia- 
tion is not capable of exact determination 
in spite of the assertions of some of the 
engineers of the Bureau of Internal Reve- 


‘nue that they can tell the exact and proper 


rate by certain growth and retirement his- 
tory studies from the accounts. I wish it 
were that simple, as it would surely save 
a lot of present and future litigation and 
expense. I am not going to discuss in- 
volved theories but merely try to out- 
line, from personal experience, what seems 
to be good logical practice in deprecia- 
tion procedure and certain fundamentals 
which should be followed. 

There is one factor that is common for 
all purposes today in wartime depreciation 
determination—that is the base. Whether 
you are interested in costs for renegotia- 








AVOID BELOW-COST SELLING! 


An intelligent consideration of the investment in plant and the 
fixed charges incident thereto can do much to avoid selling below | 
costs. That is one of many practical points brought out by Mr. Hos- | 
sack, executive vice president of The American Appraisal Company, 
New York, in this paper which he presented before the May 10 meet- 
ing of the Baltimore Control of The Institute. Of related interest !s 
the paper by Donald Gunn on “Trends in Depreciation Practices, 
which appeared in the May, 1944, issue of ‘The Controller.” 


—THE EDITOR 
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tion and contract termination purposes or 
for federal income and excess profits 
taxes, the basis is cost to the corporation 
or individual. Possibly I should mention 
that in certain cases for property acquired 
rior to March 1, 1913, that such base 
may be used for taxes if higher than cost. 
However, we are now over thirty years 
subsequent to March 1, 1913, so such 
alternate base produces little benefit in 
actual application and does not require 
more than passing mention. 

It is my opinion that no business to- 
day interested in tax depreciation, can 
adequately control or support their depre- 
ciation deductions without a rather de- 
tailed inventory record of their depre- 
ciable assets priced on the basis of cost. 
Such a record should either be compiled 
from an inventory of the plant facilities 
themselves or if compiled from the ac- 
counts, should be physically checked 
against the actual property in existence 
and used and useful to the business. It 
is often surprising how much property 
may have disappeared over the years that 
is still reflected on the accounts. 

In establishing the cost inventory, I 
urge you to be practical in your planning 
as to the type of record. Do not establish 
a record that is so voluminous that it 
cannot be adequately checked or con- 
trolled in the future. Most business firms 
will find that 90 per cent. more or less 
of the total depreciable facilities are made 
up of major units that can be identified 
and practically checked and controlled. 
This includes such classes of assets 
as buildings and building equipment— 
power plant items, machinery, cranes, 
tolling stock, office mechanical equipment, 
automobiles, etc. 

The remainder can be quite easily con- 

trolled by limited groups, and reasonable 
average lives established. Do not try to 
number desks, chairs, factory perishable 
equipment, small tools and similar assets 
that are small in individual cost and which 
ate impractical to verify as to the con- 
tinuing existence in the future. In com- 
piling any such inventory the location by 
departments or process centers, to tie in 
with your cost accounting system is de- 
sirable and in some cases where only 
patt of the plant facilities are utilized in 
Government work such segregation. of 
costs and their attendant fixed charges are 
quite essential. 
_ If an adequate system is maintained, 
twill be found that a proper cost record 
of fixed assets is also very helpful in the 
Pfoper segregation of various other fixed 
charges besides depreciation which may 
be the prime purpose. For instance, I 
mention as examples, property taxes, in- 
surance, power costs, maintenance and 
(pair charges and similar indirect charges 
lat many times are more logically dis- 
ttibuted on facility costs than on the 
basis of other direct charges. 

It is usually desirable that this detailed 
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record of cost be compiled in some form 
of record subsidiary to the general ac- 
counts. Various forms of loose-leaf, card 
record or tabulating forms are practical 
and readily adaptable to the individual 
requirements. 

Having prepared the cost record of 
property, you are then ready to determine 
the depreciation applicable thereto. 

Based upon my experience in appraisal 
of plant assets,.I believe the only prac- 
tical method to depreciate the diversified 
assets of most businesses is to apply unit 
depreciation rates or lives to the specific 
major units of property. If an average 
rate or life is desired for an account, then 
a weighted average should be prepared 
involving much of the same study. You 
will then have a conclusion in which you 
will have confidence and can ‘support, if 
necessary, in the future. 


OBJECTION TO AVERAGE RATES 


One objection that I have to the use 
of average rates as advocated by the Bu- 
reau for determining depreciation for 
tax purposes, is that it provides no real 
means of checking the adequacy of your 
reserves. Also, unless a careful detailed 
study is made of the life expectancy of 
at least the major equipment, you do not 
know whether your average rate is cor- 
rect or not. Another fault of the life 
expectancy curves developed by the Gov- 
ernment for checking depreciation, is that 
they are not reliable until retirement his- 
tory is available and are only applicable 
to new property if it is entirely similar 
to the prior assets retired. It does not 
recognize new types of assets having dif- 
ferent life expectancies. It also is more 
difficult, when average rates are used, to 
distinguish between normal retirements 
that should be charged to the reserve and 
special losses that should be allowed as a 
deduction in the year of retirement. 

Probably one of the questions most 
frequently asked me at present, for com- 
panies on war work, is as to the pos- 
sibility of accelerating depreciation due 
to present increased production. 

The question is usually presented to 
me on the basis that other companies are 
getting the acceleration, and accordingly 
that the particular taxpayer wants to know 
how he can get it or why he should not 
get it. So far as I have been able to de- 
termine, the question should be put on 
the basis that other concerns are claiming 
the acceleration, not necessarily getting 
it. So far as I have been able to observe, 
there have been few accelerated allow- 
ances approved, and those at substantially 
reduced amounts. 

That additional production, added 
hours, continuous operation without ade- 
quate opportunity for proper repairs, fa- 
tigue of materials, inexperienced help, 
and similar factors now being experi- 
enced in many war production plants, in- 
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crease the depreciation and shorten the 
useful life of production facilities, can- 
not, in my opinion, be successfully chal- 
lenged, though the extent of the accelera- 
tion, or the amount by which the time of 
ultimate retirement will be shortened may 
be the subject of honest differences of 
opinion. 

I am of the opinion that for many lines 
of business, there is no question but that 
some adjustment from a straight line de- 
preciation calculation is proper during pe- 
riods of increased operation, as well as 
during periods of decreased operations, 
and that within a few years, some method 
of production adjustments of annual de- 
preciation will be more or less generally 
adopted in many industries. Such adjust- 
ments will give weight to both factors of 
depreciation which vary with the use of 
equipment and also to factors such as 
obsolescence, which are usually computed 
on a time factor rather than the amount 
of use. 

From discussions with various of the 
Engineer Revenue Agents who are check- 
ing depreciation deductions, I find that 
they are not inclined to recognize’ acceler- 
ated depreciation; they advise this is done 
under instruction from Washington. This 
in line with other Washington ideas for 
producing more taxable income, and will 
require real effort to overcome. 

Their principal arguments or points of 
view appear to be (1st) that substan- 
tially all property is retired due to inade- 
quacy and obsolescence rather than to 
wear and tear or exhaustion from the use 
of the equipment, and (2nd) even though 
equipment does depreciate more due to 
wear and tear occasioned by the added 
use of the equipment, that the additional 
depreciation due to wear and tear is ac- 
companied by increases in maintenance 
and repair charges which serve to arrest 
the acceleration of depreciation for most 
of the items. 

I do not agree with either of their 
premises. They are not in accordance 
with my own experience on retirements 
of property in most industrial plants. For 
utility companies, for some industrial 
companies and for many commercial 
properties, their point of view may be 
logical and correct. After all, the annual 
depreciation in a particular company 
should be the loss which takes place in 
the particular year, and this loss is not 
necessarily. at a uniform annual ate, 
even though such equal annual provisions 
have in large part, in previous years, 
been claimed by the taxpayers and 
adopted by the Bureau in their allow- 
ances of depreciation. 

The mere fact that retirement history 
indicates that the average life of equip- 
ment in a particular plant is 20 years does 
not mean that the depreciation has actu- 
ally occurred in equal amounts of five 
per cent. during each of the 20 years. It 
may well have been 714 per cent. or 10 








per cent. in one year and 24 per cent. 
or 3 per cent. in others, and still the 
average life has been 20 years. Also the 
fact that maintenance and repair in- 
creases or decreases more or less in direct 
proportion to the amount of use of equip- 
ment, does not mean that maintenance 
and repair is compensating for the addi- 
tional or decreased use of equipment. Of 
course, maintenance and repair costs go 
up with added hours of production, but 
there is also depreciation occurring that 
is not made good by such maintenance 
and repair expenditures if consistent ac- 
counting policies are followed. 


DEPRECIATION AS PART OF COST 


For proper determination of costs of 
production, it is my opinion that depre- 
ciation should be computed based upon 
the best estimate of the actual portion of 
the cost used up in production. This de- 
preciation should, I believe, reflect not 
only wear and tear from the use of the 
assets but normal obsolescence as well. 
The proper depreciation, in my opinion, 
is of course dependent on the company 
maintenance and repair policies, the poli- 
cies in expensing or capitalizing replace- 
ments and to the extent and character of 
use of the respective assets. 

It is my belief that the basic factors 
affecting the amount of depreciation al- 
lowable in a certain accounting period 
are the same for either cost accounting 
or for income taxation, although the dol- 
lar amount may vary, depending on the 
remaining cost to be recovered.  Inci- 
dentally, I mention, if the depreciation 
deducted in past years was that properly 
allowable there should be no difference 
in the depreciation allowance for the two 
purposes. 

There has been a trend in the last dec- 
ade to use tax depreciation as the charge 
into cost of production. I predict a 
change in the future, in fact many con- 
cerns are recognizing a difference today 
in determining the depreciation allowable 
as an element of cost, for renegotiation 
and contract termination purposes. There 
should be a difference for many com- 
panies. 

As previously stated, for renegotiation 
the base is cost—the same as used for 
tax purposes, but for tax purposes your 
allowable deduction depends on the bal- 
ances to be recovered. If you have de- 
preciated excessively for tax purposes in 
the past, then your allowable deduction 
in the current years are reduced. You 
may not be entitled to any depreciation 
for tax purposes on some of your prop- 
erty if your costs have been fully re- 
covered through prior deductions claimed 
and allowed, even though such facilities 
are used in producing your income. 

It is recognized, however, as an element 
of cost, that a proper amount of depre- 
ciation is applicable computed on orig- 
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inal costs on all property used in making 
the products of manufacture. I believe, 
also, that for purposes of determining 
costs of production, a more practical 
viewpoint is adopted as to the effect of 
multi-shift operations in shortening the 
useful life of the production facilities. 
In other words, the administrative per- 
sonnel is more practical than the audit 
procedure of the Treasury. 

There is one further departure in tax 
deductions and those allowable for costs, 
namely, the emergency facilities which 
may be amortized for taxation over sixty 
months are only included in costs of 
production at proper depreciation rates 
included acceleration where warranted. 

I recommend that you give careful con- 
sideration in determining your production 
costs as to the depreciation properly al- 
lowable and incorporate such charges in 
your cost compilations even though they 
are reversed and reconciled for tax pur- 
poses. While the additional amount may 
be small in relation to the total cost, still 
it may result in offsetting other items dis- 
allowed for cost purposes that are al- 
lowed for tax purposes and thus result in 
a somewhat larger net amount that can 
be retained for postwar requirements. 


Post WAR PROBLEMS 


For most industrial companies, the 
postwar problems are going to be dif_i- 
cult and the property accounting prob- 
lems are going to be important. Whether 
depreciation for cost accounting should 
be computed on original cost or upon the 
basis of the replacement costs, may well 
be a policy question. I am not going to 
take the time to discuss this tonight. 

However, we are going to be faced 
with such problems as: 


(1) The segregation of the cost of surplus 
facilities and their charges. 

(2) What depreciation is proper as an ele- 
ment of cost for facilities acquired under 
necessity certificates, the cost of which 
it is anticipated will be fully recovered 
for tax purposes. 

(3) The equalization of depreciation charges 
for departmental costs. 

(4) The proper charge for the use of. facili- 
ties that may be purchased from the 
Government at a fraction of their orig- 
inal cost or of the then cost of replace- 
ment new. 

(5) What rate of depreciation is proper 
for the reduced operations. 

(6) If deferred maintenance is made good 
what portions should be expensed, cap- 
italized or charged to the reserve. You 
may not have operating profits to ab- 
sorb the expense charges, and the carry 
back and carry forward provisions of 
existing tax laws may be changed. 

(7) Should certain facilities be sold or 
scrapped, and what will be the effect 
on tax liability if so handled. 

(8) Should surplus Government facilities be 
acquired for probable postwar produc- 
tion requirements or are they expensive 
at any price. 


Adequate property records are going to 








be essential for management to base their 
decisions on. I predict that the alert com. 
pany with an adequate cost accounting 
system and records is going to be the one 
that succeeds in the strenuous competitive 
markets that will exist. If you don’t know 
your costs, you may well sell yourselves 
or your competitors out of business, 

I think in the postwar period that 
there is going to be much more attention 
paid to the so-called fixed assets. They 
just are not fixed. By and large most 
companies keep their equipment beyond 
the time it is economical to do so. I’ve 
known of concerns who have had a policy 
of not replacing facilities until they were 
fully depreciated or unless the new facili- 
ties would show savings to pay for the 
cost in two to three years. They don't 
get a return of 33% per cent. to 50 per 
cent. on the balance of their investment 
—why look for it on production facili- 
ties ? 

The mass production during the war 
has shown us the economies that can be 
obtained by standardization and in many 
fields, I believe we will omit the frills 
in order to save costs on many articles 
in the future. Many of the war develop- 
ments in improved products and substi- 
tute products will continue into the post- 
war fields “and will materially alter the 
tools of production and processes te- 
quired. You must be prepared to answer 
the questions of management as to plant 
facilities, undepreciated balances, depre- 
ciation and other overhead charges, as 
well as labor and material costs. 

I believe managements in the postwar 
period should spend the depreciation 
funds annually provided in order to mod- 
ernize and keep their production facili- 
ties at a competitive level. If more com- 
panies had done so in the depression 
years the depression would not have been 
as severe and our early war efforts would 
have been much more effective. You can- 
not compete at low costs if you have ob- 
solete and wornout equipment. 

The day of pointing with pride to a 
plant account nearly fully reserved has, I 
think, passed. It many times indicates 
that the management is not aggressive 
and keeping abreast of the times. You no 
longer think of writing a letter long-hand 
because the cost of a pencil is less than 4 
typewriter! Why try to use a casting just 
because you have the equipment when 4 
molded plastic part will do a better and 
more economical job. 

I believe in the future, item cost and 
depreciation control will be more or less 
universal with all progressive concerns. 
I believe a basis for adjusting deprecia- 
tion for production variances will be com- 
mon and considered the only constructive 
policy where the use of equipment 1s 4 
material factor in the probable useful life. 

Such a policy is just good business, 
it is good accounting, and the adoption 
where practical, will gradually convince 
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the Treasury bureau that it is good tax 
accounting as well. Unfortunately the 
government bureau is a large organiza- 
tion and large organizations are many 
times slow to change, except under ag- 
pressive leadership, which is difficult to 
obtain in government bureaus. It took 
Pearl Harbor to bring forcibly to our at- 
tention, the striking power of the carrier 
task force. It may take some backbone, 
records backed up by experienced judg- 
ment, and some litigation to obtain the 
adoption of modern depreciation account- 
ing. You will not accomplish much with 
average rates unless supported by detailed 
analysis. 
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In closing, may I express my conviction 
that the knowledge of costs was never 
more important than during the present 
time and the future reconversion period 
that faces us, we hope in the not too 
distant future. Do not overlook now, the 
preparation of adequate records for the 
investment in plant assets and the control 
of depreciation. It is part of your duty 
as controllers to have these facts avail- 
able for your associates in the manage- 
ment. Management can then decide as a 
matter of policy, whether they want to 
sell at or below cost or at a fair profit 
margin over actual costs. They can decide 
whether to take a loss now or absorb the 
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necessary fixed charges including depre- 
ciation over a future period. They can 
decide what further investment is war- 
wanted with the attendant fixed charges 
including maintenance and replacements. 
The dollars invested in plant facilities 
represents a prepayment of one item en- 
tering into the cost of production. The 
fact that such expenditures are spread 
over several years does not lessen the 
necessity of its recognition as an element 
of cost. You can do much to avoid sell- 
ing below costs, with the resulting effect 
on the price structure, by an intelligent 
consideration of the investment in plant 
and the fixed charges incident thereto. 


Wars Influence on Business Planning 


Superficially, it might seem odd to dis- 
cuss planning with men whose chief re- 
sponsibility is the accurate recording of 
business history. Of course, you have to 
do with budgeting but after all that is 
only a sort of prediction of what the 
record will be at the end of the period. 
Sound planning is, however, so depend- 
ent on what has happened that the term 
“plan” implies a partnership between 
past and future. Thus does the product 
of accounting become a major factor in 
planning—that is sound planning—for 
there is an amazing amount of pure moon- 
shine being put out as “planning.” Never 
before has so much been said on the sub- 
ject and too much of it is pure hot air. 
There is always a temptation to say what 
people want to hear—all of us instinc- 
tively tend to skirt around the difficult 
and the unpleasant. 

People are continually saying: After 
this war we must have universal peace— 
we must have full employment—we must 
have complete security. Those are things 
most of us want. They are things that 
men of good will have been striving to- 
watd for many hundreds of years. It is 
natural that we should palliate the horror 
and sadness of war by promising our- 
selves that once it is over everything will 
be perfect. 

If we are disagreeable enough to apply 
the accountants’ methods to these hopes 
and imaginings—if we look at the bal- 
ance sheets and income statements of 
human endeavor—we see some bitter 
truths. It is then we begin to really plan 
hot for perfection but for growth and 
Progress. Many of our spokesmen are 
Promising too much and it is dangerous. 

For example, the declaration is made 
that unless our economy can provide full 
and profitable employment for all it is a 
ftilure. The inference is that unless we 
&a meet that condition our system should 
abandoned. But even if our way is a 


By Wesley McAfee 


failure when measured by perfection, we 
cannot justify throwing it aside unless 
we know of some other scheme that of- 
fers sure promise of a better result. 

Every depression is a failure, but is it 
a failure of a system or of men and 
methods ? 

We have, of course, made much prog- 
ress. Even at the bottom of the last de- 
pression a greater percentage of our peo- 
ple had a greater dollar value in savings 
accounts, insurance policies and personal 
property than they had in prosperous pe- 
riods of only a few decades ago. 

Our gains, have, it is true, been slow 
and painful. Our progress has been a few 
steps upward and then a fall. But we 
have come a long way. When we remem- 
ber that virtually all of the progress in 
productiveness has been in the last two 
hundred years, and that it is coincident 
with the establishment of democracy and 
freedom for individual initiative, it gives 
us something to think about. 

We hear now, too, a great clamor for 
a definite foreign policy. At the same time 
there is a demand for close cooperation 
between the United Nations to the end 
of establishing a permanent peace. I won- 
der if the two are consistent? If we com- 
mit ourselves to a definite plan, what do 
we have left with which to demonstrate 
our cooperativeness ? 

Is anyone so naive as to believe that 


we can make a plan, and that the rest 
of the earth will revolve happily around 
it—like children laughingly joining 
hands to dance around a maypole? 

I believe in postwar planning but not 
in a postwar plan. 

This is particularly true in business for 
once we have put all the elements to- 
gether into a concrete plan we make a 
physiological commitment. From then on 
we have instinctively turned our energies 
from planning to defending the plan we 
have devised. We lose much of our imag- 
ination and most of our flexibility. 

Of course, there comes a time when we 
must base a plan on our best judgment 
and believe in it, defend, and strive with 
confidence to carry it to success. But we 
are not yet, in my judgment, in possession 
of the basic facts which will permit us 
to make a sound plan for long range ap- 
plication. 


FUNDAMENTALS OF PLANNING 


Here are some of the fundamental 
things which management must know be- 
fore committing its enterprise to a defi- 
nite course: 


1. What is to be the basis of our tax 
policy? Will it permit adequate re- 
wards to justify taking risks? 

(Please turn to page 384) 





Electric Company of Missouri. 





“| BELIEVE IN POSTWAR PLANNING, 
BUT NOT IN A POSTWAR PLAN” 


That statement is the keynote of the observations in this paper, 
which was presented at the Seventh Midwestern Regional Conference 
of Controllers, sponsored by The Controllers Institute of America, in 
St. Louis, on May 2, 1944. Mr. McAfee is president of the Union 
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The question whether taxation is for 
revenue only, or whether it should be 
used also for economic purposes, is very 
old. Nevertheless, it has never been un- 
equivocally decided. We find, among our 
contemporaries, strong defenders of the 
opinion that taxes should only be used 
to furnish the revenues needed by the 
organized society; other means, such as 
customs and duties, subventions, com- 
mercial treaties, etc., may be used to in- 
fluence the development of the national 
economy. One of the most outstanding 
exponents of this line of economic 
thought in our country, Harley L. Lutz, 
professor of public finance at Princeton 
University (Dr. Lutz is also Consultant 
and Analyst for Tax Foundation, New 
York—Editor), declares flatly that use of 
taxation for any other purposes as reve- 
nue is principally unsound. Fairness and 
equity in taxation are at stake, when regu- 
lation or discrimination through punitive 
taxation become primary purposes. 

Other authorities defend the opposite 
view. In times of economic depression, 
they are almost unanimously supported 
by public opinion. In times of prosperity, 
business generally tends to oppose them. 
It seems, however, that the view that tax- 
ation should be used to further social and 
economic purposes has gained ground 
rather everywhere. Certain forms of taxa- 
tion such as the social security taxes, 
which were accepted in America much 
later than in European countries, can 
hardly be thought away in a modern tax 
system. It is another question whether 
the present construction of the social se- 
curity system is principally sound and 
adequate. 

I join the phalanx of those who con- 
sider taxation an excellent expedient to 
promote social and economic progress. 
Nevertheless, I agree fully with Profes- 
sor Lutz as far as the question of the 
advisability of punitive taxes is concerned. 
He is absolutely right in his statement 
that “‘neither benefit nor ability can be 
reckoned with in punitive taxation.” Per- 
sonally, I do not like the idea of punish- 
ment and penalty at all. Although it can- 
not be denied that bad conduct has, 
eventually, to be punished, I prefer to 
see good behavior be rewarded, in order 
to prevent, as far as possible, the con- 
trary. 

Certainly, taxes should be just and 
indiscriminatory. Their justice, however, 
does not seem impaired to me if the 
tule is followed that wherever the eco- 
nomic activities of the taxpayer benefit 
public interests and the national economy 
in an extraordinary way, especially by ab- 


The Case for Incentive Taxation 


By Harry B. Gutman 


sorbing the two deadliest enemies of a 
sound economy, idle manpower and idle 
capital, some sort of tax relief should 
be granted. Strictly within the limits of 
individual justice, the tax system should 
be used to promote economic progress and 
the social purposes of the nation; it 
should give maximum encouragement to 
individual and business enterprise. 

One point more in favor of rewards or 
premiums instead of penalties: I believe 
that the goddess of justice will excuse 
rather a mistakenly exaggerated reward 
than a mistakenly exaggerated penalty. 

Therefore, I should like to support the 
idea of incentive taxation. Much has al- 
ready been written about the need to pro- 
vide incentives to business through tax 
allowances. Congress, also, has devoted 
thought to this problem. In 1939, the 
subcommittee of the Senate Committee 
on Finance published a report: Survey 
of Experiences in Profit Sharing and Pos- 
sibilities of Incentive Taxation. This study 
recommended urgently that Congress ‘‘ex- 
periment for the next five years at least 
by trading tax credits against dollars 
actually invested by industry in modern- 
izing, expanding, or developing produc- 
tion, and for additional employment.” 


INCENTIVE TAXES EXPERIMENTAL 


Congress did not. The trouble with in- 
centive taxation is that scientific informa- 
tion is almost entirely lacking and prac- 
tical experience scarce. Therefore, incen- 
tive taxation is, necessarily, of a somewhat 
experimental character; it is understand- 
able that our legislators hesitate to en- 
ter such a largely unknown province. 

Nevertheless, in a very similar case, 
American legislation dared to step into 
it: In the case of the renegotiation law, 
where it is stated that efficiency, economy, 
ingenuity, and financial contribution 
should be rewarded by the allowance of 
a higher profit margin. 

In other countries other experiments 
were made. The most interesting of them, 


the “Papen plan” in Germany, a payroll 
incentive, offers no enlightenment: It was, 
seemingly, a failure, but not because of 
the inherent weakness of. the idea, but 
because of the chaotic conditions domi. 
nating the German economy at that time. 

Another obstacle is, in many cases, the 
difficulty to determine a just and indis- 
criminatory relief. Here, it would be most 
helpful if strict rules of procedure would 
be set up together with a reasonable 
method of computing incentive profits. 
This may be difficult only in certain cases 
such as in the case of technical inventions, 
Here, individual estimates not firmly 
based on concrete experience can hardly 
be avoided. On the other hand, just in 
these cases the question of possible dis- 
crimination loses much of its importance, 
since competition, generally, does not cut 
an all-important figure. 

But where profit arises from the special 
efficiency of the management or the in- 
troduction of less wasteful and cost-saving 
methods and the like, the amount of the 
incentive profits can be segregated from 
the profits resulting from mere increase 
of production and sales caused by the 
ruling economic trend, or from changes 
in the profit rates, or a combination of 
both, in a relatively simple manner. The 
method of estimates would, perhaps, not 
be totally excluded, but a sound basis 
could be computed upon which the te- 
spective estimates could be reasonably 
built up. 

A method suggested for determining 
the amount of incentive profits may be 
illustrated by the following example: 

The plant selected for illustration has 
increased its production by 50 per cent.; 
it has reduced its sales prices by about 
10 per cent.; and had to pay higher prices 
for its raw materials, and higher wage 
rates for labor. To reduce the costs, ma- 
chines of higher capacity were installed 
which asked for relatively less service, 
but caused increased depreciation costs. 
Furthermore, the old-fashioned office or- 
ganization was thoroughly modernized. 








| TAXATION FOR SOCIAL AND ECONOMIC PROGRESS 


Tax philosophies are never static. Particularly is this true at the 
present time. Mr. Gutman’s paper on incentive taxation presents suc- 
cinctly one side of the debate that has continued over the past several 
years. The author, a certified public accountant in. New York, has 
contributed to these pages on a variety of subjects during the past 
few years. We would welcome comment from our readers, either pro 
or con, on the subject under discussion. 


—THE EDITOR 
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This resulted in saving of labor, while below its optimal capacity; on the other neglected to increase the plant capacity 
higher depreciation costs and higher ex- hand, some costs will increase faster than in time, which would be rather a sign 
nses in stationery through use of new output or sales if the limit of the optimal of lacking efficiency unless special reasons 
forms and the like had to be incurred. capacity of a plant is surpassed. Nor- for such procedure were present. In such 
Here it must be remembered that an in- mally, such increases and decreases have a case, the incentive profits should be re- 
crease in production and sales will auto- nothing to do with special efficiency; duced accordingly. 
matically reduce certain cost items, when- eventually, such imcreases in costs may The following worksheet shows the 
ever the plant in question was operating be excessive because the management has analysis of the profit in the given case: 
Differences Pan, 1937 ‘as hedde ox or 
caused by age of 1936 after elimt- Non- 
price fluc- net sales nation of price Incentive Profits Incentive Profits 
1936 1937 tuations in 1936 differences Increase Decrease Increase Decrease 
cots wade eee ens 1000000 1365000 135000 100.00 1500000 135000 
Cost of Goods Sold: 
Raw Material...............4. 200000 320000 20000 20.00 300000 20000 
EGU << 5. 2 codices es 300000 440000 40000 30.00 450000 40000 50000 
Overhead: 
Sean asicloaity axel roles 12000 12000 1.20 18000 6000 
PHAPOCE LADO. 6. 5. 55.055 54s 0:5 8000 11000 1000 .80 12000 1000 2000 
Light, Heat, Power......... 1000 1000 .10 1500 500 
Depreciation.............. 2500 6000 Py 3750 2250 
oT SO aE RN OLA AGS 2000 3000 :20 3000 
ESTE ESS aa a oe ae 36000 36000 3.60 54000 18000 
femmranee soos isto eto. 1000 1000 110 1500 500 
Patent Amortization........ 1500 1500 15 2250 750 
564000 831500 56.40 846000 
Difference in Inventories........ 22000 40000 2.20 33000 7000 
Total Cost of Goods Sold............ 542000 791500 a —— 813000 
Cost of Selling: : 
Salesmen’s Salaries......... 80000 100000 8.00 120000 20000 
NN ERTS Pee ree 12000 30000 1.20 18000 12000 
NEN 66:6: 9-5) ace 6/ 8 vse Hoes 4000 5000 .40 6000 144000 1000 
96000 135000 
Office Expenses: 
1S ee eee 60000 8 6.00 90000 10000 
Postage, Tel. & Tel 6000 9000 .60 9000 
Stationery..... 12000 20000 1.20 18000 1000 1000 
Depreciation...... 500 1000 .05 750 250 
MUON 5555s ue aa sais: oig.sss Aa 12000 12000 1.20 18000 6000 
90500 122000 — 135750 
Financial Expenses. ...............- 12000 16000 1.20 18000 2000 
Cost of Management.............. 80000 100000 8.00 120000 20000 
Increase of Profit due to 
Increase of Sales Volume........ 89750 
SE a eer eee 179500 200500 17.95 269250 171500 209000 62000 3500 
The analysis of the worksheet reveals the nature of the profits as follows: The preceding example was taken from 
the actual practice in a time, when the 
Profits lost: replacement of human through mechani- 
Due to the decrease of the selling prices... 1.2.00... 0.00 cece eee eee $135000 cal labor wee the chief purpose of such 
Due to the increase of the prices of raw material..................... 20000 rationalization.” Since this purpose was 
Due to ees - RAE EAC OR aio og 6: ohm /on'nin'e. 66s + 4-0/9, 404: caer al 41000 iii achieved without any reduction in the 
ES Bare Wang sn a 5 904.006 W mde Wa oO oe Re oa eles —— we $ number of the helpers employed, such 
Profits gained : business might well be entitled to the 
Due to the increase of the sales volume. .................ccceccceecs $ 89750 full tax relief provided for such cases of 
Due to the reduction of the inventory............... 00000 ec cece eee 7000 saving and eliminating waste. Otherwise, 
Due to the decrease of the costs: a gradual reduction of the relief should 
1) Attributable to cost fluctuations caused by the increase of the be provided for. 
sales volume: If h di ae | 
a) because of the fixed character of the costs: _Such extraordinary and abnormal re- 
Ran a ac psn en ella a> enced eNee 6000 duction in the costs would be rewarded 
ii PI Pas bine Finnie rs nine dan snes 43 tr ehaeemen'« sain by lower taxation, almost every business- 
sala wer eee Tk PLE eS COLE BARRE ERE ee 500 man would try to proceed in this direc- 
Patent Amortization Wines a walkie. 0 Zp otate posi ainata ce ae leddre e.etaie witis 750 tion, even at times of high taxation which, 
b) because of the degressive and progressive character of the in too many cases, favors a business pol- 
costs: icy of waste and easy expenses; a great 
ee MMAR HRRMNEE 0 on. Se te hake woo Oe wes Shee ee eee 20000 y f th id rT 1 3 b R 
Seelam ONARAR TERED TVs Stubs ae ahe or Sie Weekes orn eae ed wR a 1000 many of them would, in all probability, 
I 0 ost oe oe waht pase p sexes dh 6000 be more or less successful. Thus, profits 
altoid ies cular aneniny aces ces omen 1000 would be made which are lost today. In 
MONEE ec cat a Soran ar Ne aus ore sm wide mpi the staal Sided = maar 12000 the long run, they would benefit not only 
WRCHOMEMEHE CORES. os) ce Po cies ae eels ae own ase 43 20000 ; 
reac ie. eae ratte ace bs arc oh vod Owes 2000 the taxpayer himself but also the Treas- 
Total Non-Incentive Profits Gained.................. ——— 158500 ury which would indemnify itself very 
: ; 2 ? : soon for i 
2) Attributable to the introduction of cost-saving machinery and ; or the forgiven amounts out of ° 
methods: richer economy, since every elimination 
MN xii Orin tx an GC iy Sars da ees uA baae yd eis 50000 of waste must, ultimately, become evident 
NMI ic? Sao b'e 4 scarey a arate x as esis 2000 in higher profits and lower prices, what 
RONEN eee AL, en ar ho LN, A id « a Scinre og othe 10000 . ital mk tay 
OMIM task trove ike aes ie EONS Habs btw on Vek wee 1000 means in more capital available for new 
Depreciationol Machindry 2.4654 3.6528 2 0c cad ve ed ie ee 2250 production or cultural purposes. 
BOR Pret CN or Pe are gcse ways aih anes odes w lanier eas 250 
Total Incentive Profits Gained...............-00000- 58500 SIMPLE Basic Law 
Increase in Profit as per statements... ..........0cccccecceece $ 21000 The basic tax law should be as simple 


as possible. My personal experience leads 
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A fiscal policy is always important, but 
never more so than at this disturbed pe- 
riod in world history. Moreover, the prob- 
lem is complicated by the fact that for 
the decade preceding the outbreak of 
World War I our nation was passing 
through one of its most difficult peace- 
time periods. Up to the outbreak of 
World War II, unemployment had been 
a great problem from which the nation 
had not yet recovered. Even as late as 
1940 it was estimated that there were 
8,000,000 unemployed. Largely as a re- 
sult of the failure to solve the problem 
of unemployment, the United States was 
also suffering from an unbalanced budget. 

While a fiscal policy is not a cure-all 
for every one of our national ills, it can 
affect either favorably or adversely an eco- 
nomic system and should therefore be so 
shaped as to make its fullest contribution 
to the attainment of national goals. 

What are some of the national goals 
that a sound fiscal policy may help to at- 
tain? They may be briefly summarized as 
follows: 

1. Full employment. 

2. The regular and continuous flow of cur- 
rent savings into the investment market. 

3. The maintenance of our national income 
at a level high enough to enable the na- 
tion to meet the budget which our post- 
war program seems to demand. 

4. The preservation of a democratic form of 
government. 


The fiscal policy advanced by any par- 
ticular fiscal economist depends upon his 
social philosophy and his analysis of eco- 
nomic conditions and trends. There seem 
to be three schools of thought among fis- 
cal economists. 

One school holds that the United States 
has reached maturity, that all its frontiers 
have vanished, that little, if any, further 
expansion is possible, and that from here 
on out the government must plan and 
direct our economy. To this group belong 
primarily those who would use the fed- 
eral budget as a compensating balance 
wheel. They would engage in deficit 
spending through public works when the 
national income seems about to decline 
and could pay off the national debt when 
inflation threatened. This looks like an 
attractive plan if it were all as simple 
as it looks. 

A second group of social philosophers, 
or fiscal economists, believes that private 
capitalism has failed and can never suc- 
ceed. With this school of thought, I dis- 
agree entirely. This is the group that 
would tax us in such a manner as to im- 
poverish us all as quickly as possible in 
order to prove its thesis. 

At the other extreme stands those who 


A Postwar Fiscal Policy 


By Harry J. O'Neill 


believe in laissez faire, the theory of 
rugged individualism. This group holds 
the view that everything must be left to 
private initiative; that any interference 
with business is evil. Of course, anyone 
who knows the history of government 
and business knows that business has at 
no time been entirely free from govern- 
mental regulation or interference. Certain 
business groups have always attempted to 
secure favorable governmental measures 
for themselves at the expense of other 
groups or of the consumer. 

I cannot wholly agree with the first 
group, those who would utilize as a na- 
tional policy the federal budget as a com- 
pensatory device. There is the danger that 
once this theory has become a national 
policy, government spending on public 
works will become chronic, 1.e., expendi- 
tures for public works will become an an- 
nual item of our federal budget just as 
expenditures for the Army or Navy. 
When it reaches this stage, not only will 
the compensatory features of public works 
expenditure be largely nullified, but it 
will also impose an additional permanent 
burden on the taxpayer. There is the 
added danger that these expenditures will 
not be restricted to those public works 
which are useful and productive, but that 
they will be used by unscrupulous poli- 
ticians to serve their own selfish ends. 


SPENDING Is EAsy 


Politicians like to spend money, it 
helps build up and maintain patronage, 
one of the things which helps keep them 
in office. Those who pay little, if any, di- 
rect taxes are always willing for the gov- 
ernment to spend freely. Once a bureau 
is set up for any purpose, public works 
or otherwise, it demands for appropria- 
tions are insatiable and its propensity to 
spend the taxpayers’ money is limited only 
by the amount of its appropriations. I do 
not believe that we can spend our way to 
prosperity unless some very strong safe- 
guards are set up concerning the use of 
the money. However, I believe we can 
spend our way into national bankruptcy 


very easily. Once a democratic gover. 
ment’s credit is weakened or destroyed, 
the people may confidently look forward 
to the loss of their liberties and the estab. 
lishment of an “ism” government. 

Expenditure for public works, on the 
other hand, may be used in an emergency, 
But what is meant by an emergency 
should be carefully defined. The greatest 
number of safeguards should be thrown 
around its use. For one thing, a price 
ceiling should be placed on all commodi- 
ties so that the full effect of the expendi- 
ture will be reflected in an increased de- 
mand for goods and services. Unless such 
price ceilings are established, the effec- 
tiveness of the expenditures may be nulli- 
fied. For example assume that a pump 
priming expenditure of 5 billion dollars 
is made. If goods and services rise in 
price or value to the extent of 5 billion 
dollars during the period of expenditure 
or in anticipation of the expenditure, the 
price rise tends to offset the expenditure 
and little, if any, increase in demand for 
goods or increase in employment will te- 
sult. 

If, however, private capital and private 
initiative cannot or will not function in 
the interest of society and a severe down- 
ward spiral of prices, profits, and employ- 
ment seems eminent, then an emergency 
may be said to exist and it will be the 
duty of the government to use any legiti- 
mate but properly guarded means to bring 
about stability. 

The other danger in adopting the com- 
pensatory theory concerning the use of 
the federal budget as a national policy, 
is that it may tend to postpone action upon 
the part of the government and postpone 
demand on the part of the electorate for 
those fundamental changes which will 
make it possible for our economic system 
to function effectively. In other words, 
compensatory spending is only a palative. 
It does not. strike at the causes which 
produce the effects which government 
spending attempts to remedy. Government 
spending, let me repeat, does not remove 
the fundamental cause of economic in- 
stability. Unless, the causes are removed, 








FISCAL POLICY TO AID PROSPERITY 


There are many theories current as to postwar fiscal policy. The 
clarity of this statement by Dr. O'Neill therefore recommends itself 
to all those interested in this vital subject. Dr. O'Neill, who is head of 
the Finance Department at St. Louis University, and President of As- 
sociated Fund, Inc., presented this paper at the May 22 meeting of 
the St. Louis Control of The Controllers Institute. 


—THE EDITOR 
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however, government spending may be 
necessary in an emergency. But if the 
emergency becomes chronic either of two 
things may occur—national bankruptcy or 
very burdensome taxes. 

One of the main functions of demo- 
cratic government is to bring about con- 
ditions in our economic system so that 
rivate capital and private initiative may 
foaction effectively. It should search out 
fundamental causes of economic ills and 
remove them. Perhaps this is too much to 
expect, unless we elect to the Congress 
and our legislatures a higher type of 
statesman. The nation has need for the 
highest type of leadership. 

“More for the money” must be one of 
the non-fiscal aims of our economic sys- 
tem. To this end all monopolies and 
cartels must be eliminated. As a general 
tule, monopoly price is a high price, 
higher than sound economic conditions 
warrant. It is a rigid price, i.e. the price 
tends to be maintained during a recession 
at a price level above what the national 
income warrants. As a result the number 
of units produced and sold declines and 
unemployment increases. 

High protective tariffs must be reduced 
greatly, if not entirely eliminated. Besides 
being very discriminatory they prevent 
buyers from getting more for their money. 
Monopolies usually exist and are built up 
behind high tariffs. International cartels 
cannot function effectively without them. 
High protective tariffs may be condemned 
on another fundamental basis. They pre- 
vent full employment of both men and 
tesources—the attainment of which is ab- 
solutely essential to the preservation of 
our democratic government and our per- 
sonal liberties. High protective tariffs pre- 
vent or check our buying from other na- 
tions and in turn they prevent us from 
selling to them. If we do not buy from 
other nations, we cannot sell to them. In- 
dustrial stagnation will then exist in all 
nations and full employment of men and 
tesources becomes impossible of attain- 
ment. 

A reform of our patent laws to prevent 
the abuse of patents is a non-fiscal ele- 
ment which undoubtedly affects our abil- 
ty to attain full employment and higher 
standards of living for such abuse con- 
tributes to the growth of monopolies and 
international cartels. 

But the subject of this paper is taxes. 
let me say that I am not discussing taxes 
in the transition period. During the tran- 
sition — war-time taxes should be 
tetained but not necessarily at their pres- 
ent levels. Some reduction, I believe, 
should and can be made. My discussion 
refers to the more normal peace-time con- 
ditions. 

Tagree fully with Dr. Alvin Hansen of 
Harvard University that we must have a 
drastic reduction in taxes from the war- 
lime level. Excess profits taxes should be 
completely repealed and other tax rates 


should be reduced and some of them re- 
pealed altogether. 

Postwar federal budget estimates range 
from 19 to 45 billions of dollars. After 
studying the matter for some time, I find 
myself in very close agreement with Pro- 
fessor Fred Fairchild of Yale University 
who suggests a minimum budget as fol- 
lows: 


Federal debt interest $ 6 billion 
Military establishment 6 ” 
Ordinary expenses re 
Reduction of debt eg 
Total $19 ” 


It will be noted this minimum budget 
does not include social security taxes, 
proposed expenditures for public works, 
and international rehabilitation. 

Personally, I may differ with Professor 
Fairchild on one item—reduction of debt, 
i.e., as to time at which the reduction 
should occur. I recommend that no at- 
tempt be made to reduce the national 
debt until full employment is practically 
attained. Our national debt may reach a 
sum ranging from 250 to 300 billion dol- 
lars. A national debt of that size cannot 
be handled unless full employment is at- 
tained. Assuming the present price level 
a national income of approximately 140 
to 150 billion dollars is necessary if taxes 
are not to be a crushing burden and if 
full employment is to be attained and 
maintained. Reduction of the debt which 
has been in large part financed through 
the extension of credit by the banks of 
the country would tend to reduce the size 
of the national income. I suggest that 
reduction of the national debt occur only 
when the nation is in the prosperity stage 
of the business cycle and when it is neces- 
sary or desirable to check the tendency 
toward inflation. 

To attain full employment it is neces- 

sary that business be able to sell great 
y eng of goods and services. There- 
ore, most consumption-reducing taxes 
must be eliminated. Most economists 
agree that sales taxes reduce the sale of 
goods and therefore should be eliminated. 
I would retain, however, the luxury taxes 
for some time to come somewhere neat 
half the present level. Excises on tobacco, 
liquors and gasoline should be retained 
for the present. The gasoline tax should 
be reserved for the exclusive use of the 
states. It will probably be expedient, how- 
ever, to reduce the taxes on liquors to a 
sound basis to prevent bootlegging. 

The corporate excess profits tax should 
be entirely repealed. I would place a sin- 
gle tax on corporations somewhat as fol- 
lows: 


Corporations with 


” ” 


net incomes n 
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The growth of small businesses should 
be encouraged. I, therefore, suggest tax- 
ing small corporations at a lower rate. 

Relatively greater reliance should be 
placed on personal income taxes rather 
than on corporate income taxes. It is my 
view that such a tax policy will be less 
restrictive on private investment and busi- 
ness expansion. It is generally agreed that 
heavy corporate income taxes tend to re- 
strict investment in new ventures. Those 
who have funds to invest must feel that 
there is a fair chance of making a profit 
commensurate with risk involved. Capital 
invested in new ventures is all risk cap- 
ital. Frequently the first few years of a 
new industry or new venture are the most 
difficult years and the years in which un- 
foreseen losses occur. This unfavorable 
condition may be ameliorated by the pro- 
vision for loss carry-back for two years 
and loss carry-forward for a period of 
three to five years. Generous loss offset 
provisions should be granted so as to 
minimize the risk, particularly for new 
investments. These generous loss offset 
provisions should apply to both corporate 
and personal incomes. 

As stated above, greater reliance should 
be placed on the personal income tax. 
When properly devised and administered, 
it is the best measure of ability to pay 
taxes. The personal exemption for single 
persons should be raised to $900 and 
for married couples to $1800 per year. 
Generous exemptions should be made for 
dependents, especially if such dependents 
are attending college. Such exemption is, 
at present prices, enough to provide for 
a fair minimum standard of living in 
most parts of the United States. Above 
these exemptions I would impose a nor- 
mal tax of 5% and a rather steeply grad- 
uated surtax. 

Since estate, gift, and inheritance taxes 
have been very lightly affected by war tax- 
ation, they should continue to be taxed 
at approximately their present rates. Be- 
cause of the general increase in the price 
level, the value of estates have increased 
and assuming the continuance of present 
prices the same tax rates on them will 
produce some increase in revenue. 


BUDGET vs. INCOME 


If the national income can be main- 
tained as it must be, at about 140 to 150 
billion dollars, a federal budget of 20 
billion dollars can be carried without un- 
due burden. A decline, however, of the 
national income to that of 1929 would 
make such budget very burdensome. 

In this paper an attempt has been made 
to set out in rather broad outline a fiscal 
or tax program which will contribute 


ot in excess of $10,000 15% 
> ” ” ” 25,000 20% 
” ” ” ” 50,000 25% 

” ” ” 75,000 35% 








384 


rather effectively to the attainment of what 
must be the nation’s immediate postwar 
economic goals. In my thinking, I had 
particularly in mind the problem of shap- 
ing the fiscal program so that it would 
make its full contribution to attainment 
of full employment in the postwar period. 
Economists generally agree that to attain 
full employment, a large and continuous 
flow of savings into investments in new 
industries as well as in the expansion of 
the existing plants and industries is neces- 
saty. In order to assure an adequate and 
continuous flow of such investment funds, 
the tax program has been so shaped that 
it will stimulate and encourage invest- 
ment. 





BUSINESS PLANNING 
(Continued from page 379) 











2. What are to be the conditions under 
which world trade is conducted? There 
is a really hard problem. Many see a 
surer basis for peace and ultimately 
a better distribution of the world’s 
goods if free trade is established. I be- 
lieve they are correct. But by long es- 
tablished tariff subsidy we have in- 
duced the investment of much wealth 
in pursuits which cannot successfully 
compete in world free trade. More im- 
portant than that we have induced 
thousands of workmen to accumulate 
skills which they cannot use under 
free trade. Are we willing to throw 
these people out of work and let them 
seek employment as common laborers 
in order to obtain a benefit some time 
in the future? Under our government 
it is not sufficient that a proposition be 
sound, it must also be popular. 

It appears desirable to raise living 
standards of other people toward those 
we in this country enjoy. Free trade 
would help do that. However in seek- 
ing a level the high comes down as 
the low rises toward a meeting point. 
Are we sufficiently generous that pop- 
ular support can be found for such a 
process? 

3. What technological and scientific prog- 
ress has been made, but not disclosed 
because of war, which may affect our 
businesses? 

4. Last and possibly most important what, 
when we are able to settle down after 
the turmoil of war, is to be the atti- 
tude of the majority and consequently 
the philosophy of the government it 
supports, toward the conduct of bust- 
ness. 


This is a question that it always with 
us but now it faces us with a high degree 
of uncertainty. We are in a period of 
great social change. The people’s atten- 
tion is directed to the war, their emo- 
tions are excited and controlled by it. 
So long as the war lasts domestic issues 
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will have little influence on elections. 
With this lag in expression on national 
questions there is no established trend, 
as there is in normal times, on which to 
base a judgment. 

What do I mean by “planning” if no 
plan is presently to be evolved ? 

I suggest that we should take sepa- 
rately each element necessary to a plan 
and consider it on a basis of alternate 
assumptions. Our imaginations are stim- 
ulated. We gain rather than lose in flexi- 
bility of thought. We gain confidence and 
strength by proving to ourselves that we 
can find sound answers under even the 
most difficult assumption. There is an 
Opportunity to interest every person in 
the organization in the future and its 
problems. We learn, and, trite as it is, 
there is no surer truth than that ‘‘knowl- 
edge is power.” 

More valuable than any of these at- 
tainments is that such planning will dis- 
close which assumptions form the basis 
for the best result so that we can throw 
our influence to making a reality of that 
hypothesis which will produce the most 
good. 


ACCOUNTANT’S ROLE 


Under this method of planning, the 
skill of the accountant has great im- 
portance. For it is he who is best trained 
to establish the standards by which the 
results of the alternate conclusions can be 
measured. It is his ability to convert ab- 
stract conclusions to pro forma statements 
and in the process to automatically bring 
to light any hiatis that existed in the 
reasoning and to show up those things 
which past experience condemns as un- 
sound or unworkable. 

Men trained in a profession often ig- 
nore the fact that what is elementary to 
them is obscure to others. There grows up 
in all professions a jargon of words of 
art that have special meaning for the in- 
itiated. Accountants are not free of this 
taint. 

Although his first responsibility may be 
accuracy and soundness, the accountant, 
if he is to be productive, particularly in 
planning, has the difficult task of making 
the complex simple. 

You are making progress: unessential 
refinements are being eliminated. State- 
ments that are easier to understand are 
being devised. 

I am happy to say that the mystery of 
the art, the mumbo jumbo of the lan- 
guage are being abandoned in favor of 
clear information designed for timely 
business control. Yet much is left to be 
done, particularly in our business where 
the amazing number of accounts adds to 
the confusion. Utilities are limited by the 
requirements of regulatory bodies, but I 
charge you gentlemen with the respon- 
sibility of influencing your members and 
also those agencies which control some of 
your conduct so that you can take the 





fullest possible part in this all essential 
planning. We need your skill in this 
painful procession by which men, through 
the ages, have been striving to clamor up 
the rocky path to the sunshine. 





INCENTIVE TAXATION 
(Continued from page 381) 











me to the belief that it is not only un- 
necessary but even harmful to burden the 
Jaw with too many details concerning 
the computation of the income to be 
taxed, since it is, practically, impossible 
to cover all existing possibilities. Coverall 
provisions would be sufficient; they would 
provide more room for a more individual 
and, therefore, juster treatment of the 
individual cases. It would be more diff- 
cult for pressure groups to smuggle pro- 
visions into the law which benefit only 
certain relatively srnall groups at the ulti- 
mate disadvantage of the great majority 
of the other taxpayers; it would be easier 
to eliminate tax loopholes. 

This simple basic tax law should be 
supplemented by an elaborate system of 
tax relief provisions wherever the eco- 
nomic activities of the taxpayer benefit 
the whole national economy in an ex- 
traordinary manner. In the interest of 
economic progress and economic stability, 
roughly the following cases, in my opin- 
ion, should be covered: 


1. The establishment of new industries and 
the production of new _ products and 
commodities (tax relief for risk capital); 

2. The enhancement of the quality of goods 
produced; 

3. The introduction of better methods of 
production and distribution, whereby, 
eventually, such incentive profits may be 
excluded from relief which are achieved 
by mere saving of labor in connection 
with an actual reduction of man hours 
paid; 

4, The rise in the ratio of the number of 
employed persons to the output or sales 
figures respectively ; 

5. The use of savings in such necessary in- 
vestments where the accumulation of cap- 
ital reserves are relatively small. 


Rowland R. Hughes Named to 
Postwar Tax Study Group 


Rowland R. Hughes, comptroller of The 
National City Bank of New York, and a mem- 
ber of The Controllers Institute of America, 
was recently named one of a committee of five 
to aid in the study and formulation of federal 
postwar tax policies. The committee project 
is financed under a special grant from the 
Maurice and Laura Falk Foundation of Pitts- 
burgh. Its functions will be the outlining of 
tax policies and the suggestion of revenue 
proposals and recommendations adapted to 
postwar fiscal requirements. Serving with Mr. 
Hughes are Roswell Magill, chairman, pf0- 
fessor of law at Columbia University, mem- 
ber of the New York Bar, and former Under 
Secretary of the Treasury; Fred R. Fairchild, 
Knox Professor of Economics at Yale Uni- 
versity; Victor H. Stempf,. president of the 
American Institute of Accountants; and Thomas 
N. Tarleau, member of the New York Bat 
and former Tax Legislative Counsel of the 
Treasury Department. 








ntial 

this 
ough 
If up 





and 


tal); 
oods 


s of 
reby, 
y be 
eved 
tion 
ours 


r of 
sales 


y in- 
cap- 


The 
nem- 
rica, 

five 
Jeral 
oject 


itts- 
g of 
enue 
| to 


pro- 
1emM- 
ndet 
hild, 
Uni- 
the 
ymas 
Bar 
the 








The Controller, September, 1944 











Oh, what a lovely allotment! 


What G. I. wouldn’t faint with joy 
at sight of such a windfall as this? 
Half a dozen babies, all in one 
bundle, would mean money in the 
bank these days. At current army 
rates, they would add up to the 
fat sum of $180 per month on 
one of those official family allot- 
ment checks. 

But if you’re entertaining any 
rosy visions of shattering the birth 
records with sextuplets, perhaps 
we'd better warn you right now 
that the stork is pretty stingy about 
matters like that. 


4.W. AYER & SON 


In fact, he only passes out six- 
of-a-kind once in every 401,027,327 
trips. 

That’s what it says in our biology 
book. We don’t set ourselves up as 
scientists, so we'll take its word. 
It also says that friend stork’s ac- 
tivities follow a pattern that can 
accurately be charted in actual 
figures. 

Business and industry chart their 
production patterns in figures, too. 
But they need something more than 
natural law to help do the job. 
They need facts, clearly presented, 


and they need them fast. They need 
an economical means of getting 
them. They have both in a machine 
that Management regards as down- 
right indispensable. 

We mean, of course, the Compt- 
ometer, made only by Felt & 
Tarrant Manufacturing Company, 
1734 North Paulina Street, Chicago 
22, Illinois, and sold exclusively by 
the Comptometer Company. 


COMPTOMETER 


REG. U. S. PAT. OFF. 


Adding-Calculating Machines and Methods 
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HIGHLIGHTS OF PROGRAM 











Sunday, October 1, 1944 


2:00 P.M. Registration desk opens. 


2:00 P.M. Meeting of current and past officers and 
directors of Controls. Open to all 
members of The Institute. 


General reception for members. Re- 
freshments. 


3-5 P.M. 


Monday, October 2, 1944 


8:30A.M. Registration desk opens. 


Annual business meeting of The Insti- 
tute. Members only. 


9:00 A.M. 


President’s message, Mr. John C. Nay- 
lor. 


General session. Theme: “Past Is Pro- 
logue’”—the Economic Outlook for 
Today and Tomorrow. 


10:00 A.M. 


Special luncheon. Speaker: Mr. Wil- 
liam B. Benton, Vice-Chairman, Com- 
mittee for Economic Development. 


NOON 


General session. Theme: “War Con- 
tract Problems.” 


22135 PM. 


5:45 P.M. Get-acquainted reception and dinner. 
Open to all registered delegates. 





9:30 A.M. 


NOON 


2:15 P.M. 


2:15 P.M. 


7:00 P.M. 


Tuesday, October 3, 1944 


General session. Theme: “Postwar Re. 


conversion Policies.” 


Special luncheon. Speaker: Mr. John 
T. Flynn, Economic Analyst and Au- 
thor. 


Special session: “Social Security and 
Unemployment Insurance.” 


“Reports to Stockholders.” 
Thirteen Industry Conferences. 
Annual dinner. Speaker: Mr. Eric A. 


Johnston, President, Chamber of 
Commerce of the United States. 


Wednesday, October 4, 1944 


9:30 A.M. 


NOON 


2:15 P.M. 





General session. Theme: “Today’s Tax 
Problems.” 


“A Reappraisal of Section 722 and 
the Carry-back Provisions of the 
Internal Revenue Law.” 


“Highlights of the Revenue Law, 


with Important Court Decisions of 
Interest to Corporate Controllers. 


“Fiscal and Economic Policy.” 


Special luncheon. Speaker: Mr. John 
L. Connolly, Secretary and General 
Counsel, Minnesota Mining and 
Manufacturing Company, St. Paul. 


General session. Theme: ‘Internal Rev- 
enue Problems.” 


“Operations of the Bureau of In- 
ternal Revenue.” 


Special problems session, with ques- 
tions answered by a panel of ex- 
perts in the field of taxation. 
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A “MUST” FOR CONTROLLERS! 











(Reprinted from Advance Program) 


Controllership is a concept—not a catchword. 

Comparatively new, the concept of modern con- 
trollership is, nevertheless, already well grounded on 
the bedrock of essential requirements by manage- 
ment, by stockholders, and by government. 

This Thirteenth Annual National Meeting of The 
Controllers Institute of America has been developed 
in the light of that understanding. It has this goal: 
to provide the controllers and financial officers of 
American corporations with the front-line facts and 
the panoramic viewpoint, both of which are now and 
will continue to be so essential to our success in cul- 
minating the war effort and in reconverting the war 
economy to peacetime pursuits. 

So that they may have knowledge of the nature of 
the sessions that are being planned, this Advanced 
Program is made available to members of The Insti- 
tute in August. 

Understandably there are a number of details as 
to subjects and speakers which cannot be released at 
this early date. But the contents of this program, we 
of the sponsoring committees feel, will definitely 
indicate the authoritative status of the speakers, the 
pertinence of the subjects to be considered, and the 
thoroughness as well as the broad scope of the plans 
for our Thirteenth Annual National Meeting. It is a 
“must” for all controllers and financial officers desir- 
ous of “An Opportunity To Discuss Tomorrow’s 
Problems Today.” 


ALLEN U. Hunt, General Chairman. 
Controller, 

Jewel Tea Co., Inc. 

Barrington, Illinois 





POINTS WORTH NOTING 











SEATING ARRANGEMENTS 


At luncheons, table assignments will not be made. 
At the Monday evening dinner, table assignments 
will not be made. 


r 2 Opportunity To Discuss Tomorrow’ S Problems Today ! 
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At the Tuesday evening annual banquet, there will 
be seat assignments. These assignments will be 
made at each table in order of receipt of paid reser- 
vations. 

It is therefore recommended that those desirous of 
sitting together at the banquet indicate their wishes 
when sending in their reservations. Every effort will 
be made to satisfy the wishes of those making ad- 
vance paid reservations. 


ADMISSION TO ALL EVENTS BY TICKET ONLY 


TRANSPORTATION 


Chicago is a transportation hub. The large num- 
ber of lines converging in the city result in heavy 
demands for incoming and outgoing seat and sleeper 
reservations on trains and planes. Make yours as 
early as possible—both ways. 


HOTEL ACCOMMODATIONS 


Whatever your choice of hotel, make reservations 
early. Confirmation of hotel reservations can be ob- 
tained upon request to the hotel. Prompt cancella- 
tion, if necessary, is fair, both to the hotel and to 
others seeking accommodations. 

A list of Chicago hotels—understandably not 
complete—is printed here to facilitate early reserva- 
tions: 


Single $3.50 to $6.00 





ae Double $5.50 to $8.00 
. Double (twin beds) $6.00 to $10.00 
BELMONT Single $3.00 to $4.00 
HOTEL: Double (twin beds) $5.00 to $6.00 
Single $2.75 to $8.50 
BISMARCK oe SEs ed $10.50 
j Double (twin beds) $6.50 to $10.50 
: Single $4.00 to $8.50 
SP OTET. ONE Double $7.50 to $11.00 
: Suites $10.00 to $13.50 
CHICAGOAN _ Single, none available 
HOTEL: Double $5.50 to $6.60 
HARRISON Single $3.00 Double $4.00 
HOTEL: Double (twin beds) $5.00 
Single $3.85 to $8.80 
PALMER 
HOUSE: Double $5.50 to $9.90 


Double (twin beds) $6.60 to $12.10 


The following hotels report no rooms available: Aller- 
ton, Drake, Edgewater Beach, Knickerbocker, Morrison, 


Sherman. 















The Controller, September, 1944 








———— a L 


| ae of the Men Behind the 13th Annual M of 











Moffett 


ROBERT P. JOHN D. ANDERSEN J. F. BRANDT EDWIN W. BURBOTT R. D. CAMPBELL 
ALEXANDER Chicago Chicago Chicago Chicago 
Chicago 





Moffett Moffett Dexheimer-Carlon Blank & Stoller, Inc. 


THOMAS P. CARLEY G. E. CHESSMAN J. A. DONALDSON E. J. DOWD STANLEY W. DUHIG 
Chicago Chicago Chicago Indianapolis New York 









Feala Moffett Blank & Stoller, Inc. 


W. H. ECKHARDT T. H. GILLESPIE A. D. GROTE WALTER H. DANIEL J. 
Chicago Chicago Chicago HALLERBERG HENNESSY 
Chicago Mineola, N. Y. 





Shelburne . Kaiden Kazanjian 








ALLEN U. HUNT Cc. E. JARCHOW WARREN H. KELLER JOSEPH B. O. N. LINDAHL 
Barrington, Ill. Chicago Chicago LANTERMAN Pittsburgh 











Chicago 
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Moffett 
Cc. A. LINDER LEO J. LYNCH E. E. McCONNELL GLENN MOORE LOUIS M. NICHOLS 
Chicago Chicago Worcester Chicago Bridgeport 





Moffett Shelburne Bachrach Merrill Chase 
Cc. E. PACKMAN R. G. PARAMORE DUNDAS PEACOCK H. C. PERRY G. B. ROCKAFELLOW 
Chicago Chicago Jeannette, Pa. Gardner, Mass. Chicago 





Underwood & Underwood Bernie Moffett 


CARSTEN E. K. Y. SIDDALL L. E. STEVENS C. B. VERNOOY 
RONNING Cincinnati Chicago Chicago 
Chicago 








Plan NOW to Attend the 


Thirteenth Annual National Meeting 


Controllers Institute of America 


| Hotel Stevens * CHICAGO October 2-3-4 
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The Best Papers are made of 


GUSSYPIUM 


For years Gossypium herbaceum, Gos- 
sypium barbadense and other members 
of the cotton family have been the fore- 
most fibers for making fine paper. For 
only cotton fibers can give to paper the 
rich appearance and long life so neces- 


sary in modern business uses. 


Fine appearance is but the “dividend” 
you get in Parsons cotton fiber paper. 
Its crisp quality, in whatever weight you 
use it, handles more rapidly, erases clean- 
ly, retypes clearly, files more readily, and 
outlives any other form of paper, a factor 
of especial importance for records and 


long term documents. 


For nearly a century Parsons has special- 
ized in Bond, Ledger, Index and Technical 


Papers made of strong, clean cotton fibers. 


Write today for Demonstration Folder of 
these superior business papers and see 
how they can be used in your business. 


Parsons PAPER COMPANY, HOLYOKE, MAss. 


Farsons Faper 



















































Optimism on Surplus Disposal 
in C.E.D. Research Statement 


An optimistic attitude toward the postwar 
problems of disposal of Government-owned 
surplus goods and war plants was taken by 
the Committee for Economic Development in 
a statement on national policy issued in July 
by the organization’s research committees. 

While warning that “it will be idie to pre. 
tend that the liquidation of war production js 
not one of the most complicated tasks which 
the nation has had to face,’ the statement de- 
clared that the magnitude of these problems 
do not justify a defeatist attitude if prompt 
and co-ordinated plans are prepared in ad- 
vance for handling them. 

The statement, entitled “Postwar Employ- 
ment and the Liquidation of War Production,” 
deals with disposal of Government-owned sur- 
plus goods, disposal of Government-owned in- 
dustrial plants and facilities and termination 
of war contracts. 

The CED statement is presented both as an 
expression of the views of the businessmen 
members of its research committee, and as a 
summary of the principal conclusions of a 
CED research study by Professor A. D. H. 
Kaplan, Dean of School of Business Adminis- 
tration, University of Denver, on leave. Dr. 
Kaplan’s book, the result of more than a year 
of intensive study, was published in July by 
the McGraw-Hill Book Co. under the title of 
“The Liquidation of War Production.” It is 
the second in a series of research studies spon- 
sored by the CED research committee, of 
which Ralph E. Flanders is chairman. 

“If the war should end tomorrow,” CED 
estimates, Government-owned surplus goods 
would probably not exceed $60,000,000,000. 
But from the point of view of business the 
problem is far smaller than this sum would 
indicate. Three quarters of the surplus stocks 
will be combat ordnance. Of the $15,000,- 
000,000 that is merchantable, fully half will 
be located abroad. The remaining $6,000,000,- 
000 or $7,000,000,000, only part of which is 
consumer goods, is equivalent in dollar mag- 
nitude to only two months’ normal retail sales. 
While there may be heavy over-supply in spe- 
cial lines, the great bulk of the stock can be 
disposed of without seriously interfering with 
the readjustment of business to peacetime 
production, provided the disposal is carefully 
planned in advance and properly timed. 

CED estimates that the Government has in- 
vested $33,000,000,000 in plant and facilities 
during the emergency. But $17,500,000,000 
of it represents military installations. Of the 
remaining $15,500,000,000, perhaps half will 
consist of large surplus facilities in such lines 
as shipyards, aircraft, aluminum and magne- 
sium. Probably not more than $5,000,000,- 
000, or about one-third of the total, can be 
readily converted into a net effective addition 
to the nation’s peacetime plant. 

Since $5,000,000,000 represents only about 
two years of normal investment in plant ex- 
pansion, the end of the war will find us with 
no over-all excess plant capacity, apart from 
the lines mentioned, but rather under-equipped 
for full peacetime production. ; 

Proper handling of Government plants will 
constitute, CED says, a problem which will 
call for “daring business statesmanship.” It 
will require great ingenuity in the conversion 
of facilities to peacetime use and bold dis- 
mantling of many which cannot be converted. 
The problem of the plants which can be suc- 
cessfully converted should be solved prefer- 
ably by outright sale to private operators, oF 
else by long lease or by experimental sliding: 
scale leases," according to circumstances. 

Of a possible $80,000,000,000 to $100, 
000,000,000 of uncompleted war contracts 
which would be outstanding “if the wat 
should end tomorrow,” CED estimates that 
total claims will not exceed a maximum 0 
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Dr. Whitney’s Address 
Now Available 


Members of The Institute may re- 
ceive, without cost, a copy of “Busi- 
ness and Government Cooperation for 
Postwar Prosperity,’ which is the re- 
print of the address presented by Dr. 
Nathaniel R. Whitney, economist of 
The Procter & Gamble Company, Cin- 
cinnati, before the Seventh Midwestern 
Controllers’ Conference in St. Louis on 
May 1. Requests should be sent to the 
attention of Mr. William G. Werner, 
Manager, Division of Public Relations, 
The Procter & Gamble Company, Cin- 
cinnati 1, Ohio. 














$10,000,000,000 and that the area of possible 
dispute between contractors and Government 
will not exceed $1,500,000,000. Urging the 
utmost speed in termination settlement, CED 
asserts that the cost to the nation of un- 
necessary delays, in terms of lost production 
and in morale of unemployed workers, could 
be vastly greater than any savings which might 
accrue to the Government. 


Postwar Information Bureau 
Is Established 


Formal establishment of the Postwar In- 
formation Exchange, Inc., and the decision to 
make its clearing-house facilities available to 
the public through the medium of the “Post- 
wat Information Bulletin” to be published 
monthly were announced by the organization’s 
newly elected Chairman, Evans Clark, execu- 
tive director of the Twentieh Century Fund. 

The Postwar Information Exchange, Inc., is 
made up of staff members of more than 40 
research and educational agencies dealing with 
national and international postwar problems. 
It developed, explained Mr. Clark, in response 
to a, growing need among the cooperating or- 
ganizations for a means of avoiding duplica- 
tion and of increasing the effectiveness of pub- 
lic educational programs. Informal monthly 
meetings have been held in New York and 
Washington for more than a year. 

Mr. Clark emphasized that the “Postwar 
Information Bulletin” will make available to 
individuals in local communities the pooled 
information of the membership of the Post- 
war Information Exchange, Inc. It will be 
planned especially to help discussion leaders, 
program chairmen, teachers, librarians and 
others to stimulate mass interest in postwar 
problems. By selecting and describing the ma- 
terials which are most valuable for group study 
and making suggestions for their use, the 
Bulletin will offer a coordinating service not 
available elsewhere. 

In addition, Mr. Clark revealed that the 
Bulletin will contain informative digests of 
significant national and international problems 
together with ideas for study and discussion. 
It will report also on outstanding educational 
Programs planned by national organizations. 
The first issue is expected to appear about the 
middle of September. 


Corporate Income Analyzed 


Tabulating figures on 22 of the largest cor- 
Porations, ‘The Exchange,” which is published 
by the New York Stock Exchange, pointed out, 
Ma recent issue, that during 1943, the 22 
Corporations had aggregate assets of over 20 
illion dollars, and total income of more than 
14 billion dollars. Net income after taxes, 
Owever, was only 808 million dollars, which 
fepresented approximately 4 per cent. on total 
assets and about 5.5 per cent. on turnover. 
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ORM SYSTEM 


® Efficiency raised...production increased and cost out! 
That’s what the Edward G. Budd Manufacturing Company 
of Philadelphia achieved when they installed this Rediform 
System. Their Personnel Department clerical staff could not 
keep up with the influx of new employees. With their old 
system it was necessary to fill out FOUR separate sets of 
forms for every person hired. 

One of our Systems Engineers solved this problem with 
a Rediform System that entirely eliminated TWO of the 
FOUR typing operations and yet accomplished the same 
end. Naturally, this freed typists and machines for other 
work. A mighty important consideration today when help 
and typewriters are hard to find. 

This same conservation of labor and office devices is 
possible in any department of any business if the proper 
System and Business Form knowledge is applied. A Redi- 
form Systems Engineer near you is ready and willing to 
supply this knowledge. Drop us a line and let us send him 
in to see you. 


REDIFORM 


NESS FORMS 
AVING BUSI 
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AMERICAN SALES BOOK CO., INC. Subsidiary of Moore Corp., Ltd. NIAGARA FALLS, W. ¥. 
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say thousands of enthusiastic users 


“The Printing Calculator has a combination of features which now seem 
indispensable compared with former methods of calculating.” 


“As we continue to use it, we discover more and more values in the 


printed tape.” 


“The combination of calculator and adding machine in one unit is both 


valuable and unusual.” 


“We have been pleasantly surprised at how quickly our people mastered 


its operation.” 


“Its ease of operation, combined with complete printed proof record of 
each calculation, saves much time and is really something to marvel at.” 


“We lean pretty heavily on the Printing Calculator, and we feel that 
dollar for. dollar or by amount of space occupied, it is the most worth- 


while money-saver in our office.” 


EACH SEPARATE SENTENCE above comes from a different owner of a 
Printing Calculator...unsolicited words of praise—a few out of hundreds. 


But the machine itself is its own best salesman—ready 
now to show you how it can help you save time and 
manpower in the office. Phone our nearest office, or 


write us at Buffalo 5, N. Y. 


The Printing Calculator is available on WPB approval, to 
help conserve manpower, poate war work, maintain neces- 
sary civilian economy. Talk it over with our representative. 


The only PRINTING calculator with 










automatic division 





Positions Wanted 











Executive—Controller 


An Institute member seeks responsible 
position in a vital postwar industry. Now 
employed as Secretary-Controller of heavy 
machinery manufacturer. Experienced and 
capable as general executive as well as top 
accounting officer. Excellent references, 
Thirty-six years; married. Address Box Num- 
ber 451, “The Controller,” One East Forty- 
second Street, New York 17, N. Y. 


Treasurer—Controller 


Institute member desires connection with 
company in New England, preferably in or 
near Boston, as treasurer, controller or sim- 
ilar officer or assistant. Is C. P. A. with 
many years of general public: accounting ex- 
perience as senior accountant. Late years has 
been with industrial company in charge of, or 
supervising, state and federal tax matters, 
S. E. C. registration statements and reports, 
designing and installation of general account- 
ing and cost systems. Has served on various 
industrial committees in Washington. Forty- 
five and married. Present salary $7,200. Ad- 
dress Box Number 453, “The Controller,” 
One East Forty-second Street, New York 17, 
NoY 


Controller 


Controller presently employed with mod- 
erate size company desires connection with 
manufacturing company, similar capacity. 
Age 43, family, college education, member 
of Controllers Institute of America. Address 
Box 454, “The Controller,” One East Forty- 
second Street, New York 17, N. Y. 


Controller—Assistant to President 


Member of Institute with several years’ ex- 
perience in all phases of Controller's duties 
with manufacturing companies and special 
work in war contract terminations, desires 
position with an established company. Uni- 
versity trained and with experience which has 
demonstrated the benefits of a practical as 
well as theoretical approach to all problems. 
Age thirty-eight; married; two children. Ad- 
dress Box 455, “The Controller,” One East 
Forty-second Street, New York 17, N. Y. 





Position Open 











Accountant 


A prominent corporation with executive 
offices located 50 miles from Washington, 
D. C., in a town of 10,000 population, will 
receive applications for a position in the Ac- 
counting Department. : 

Applicants must possess a good, practical, 
corporate accounting experience and some 
public experience is desirable but not essen- 
tial. : 
The duties comprise general accounting 
and cost routines, and the successful appli- 
cant will work under the supervision of the 
Chief Accountant and will be trained in the 
more advanced branches of general and cost 
accounting. AES os 

This is a permanent position in an essentia) 
industry. 

Applications should give full details as to 
age, education, experience, marital status, 
draft status, and salary desired. Address Box 
452, “The Controller,” One East Forty-sec 
ond Street, New York 17, N. Y. 
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MANY CONTRACTORS CAN’T SEE FOR THE “PEA SOUP” 
WHEN IT COMES TO WAR CONTRACT TERMINATIONS 


How can you see through the fog of red tape and complex 
problems that will confront you when production ceases under 
contract termination? 


Quick clearance ot cancellation claims is necessary in order 
to-reconvert your facilities to peacetime production and pro- 
vide employment. Yet the volume of work necessary to accom- 
plish this is much greater than after the last war. 


To help you face the prodigiously complicated task of 
preparing now for prompt and equitable settlement of your 
contracts, we have prepared a comprehensive survey on con- 
tract terminations from your viewpoint, based on our wide 
experience in this field. This survey deals with the preventives 
as well as the antidotes to termination errors. It will help you 
avoid the pitfalls already experienced by other contractors. 
It will also inform you as to what action should be taken to 
counteract mistakes which have already occurred. 


Arthur W. Holiday & Associates 
Norwalk, Conn. 


O) Send me free booklet describing your service in detail. 


J Send me my copy of Contract Terminations. I enclose check 
for $50.00. 


Name 





Company. 
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“CONTRACT TERMINATIONS” contains correct and complete 
information, clearly set forth, covering termination of war 
contracts for both prime and subcontractors. Its 15 valuable 


‘Sections are located by dividers for easy reference. 


In addition, as a subscriber to this book you will receive 
continued service for one year on all changes in Government 
regulations. We will also send you detailed confidential 
reports on the findings of our continued research, which will 
enable you to handle the unforseen problems which will un- 
doubtedly develop as time goes on; also reliable detailed 
answers to any special questions you may encounter regard- 
ing your own particular contract terminations—all at no addi- 
tional cost. 

The price of this book and service is only $50.00... a sub- 
scription fee that will be saved many times over for the 
duration and for years after the war is won, 


ARTHUR W. HOLIDAY AND ASSOCIATES 


Contract Termination Counselors 


NORWALK, CONNECTICUT 
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Management in Russia and the 


Law of Socialized Endeavor 
By A. S. Pouchot 


Georges Clemenceau, reflecting in the eve- 
ning of his thoughts, after his perilous piloting 
of the Third French Republic to a victory soon 
dissipated, could at times put matters in point 
with candid compression. To a query of a 
secretary, Jean Martet, he gave a characteristic 
answer one afternoon in 1927: 


“The Bolshevist Peril? There is no Bol- 
shevist Peril! It is a moment which passes. 
You understand, for a time there are killings, 
throat slittings, but then very rapidly it be- 
comes as it was before. That kind of thing 
cannot last, For one must eat. In ten. years Rus- 
sia will have a bourgeois government. From 
time to time they shoot individuals to mark 
the change. But that deceives only imbeciles. 
Russia has rebuilt her armies and reopened her 
banks. One of these days they will bring back 
the popes. The circle will then be buckled. 
....In any case the martyrs of the good 
Bolshevist cause can. lay quiet in their graves, 
knowing they will have had their faces bashed 
in for nothing. The principles which serve for 
a revolution will: not serve.to make a govern- 
ment or a state. Once the dog fight ends all 
that must be put aside.” 


Clemenceau thus fits the Bolshevist experi- 
ment, as a specific case, into a general category 
of events. He tabulates the operations and the 
results of the endeavor, setting them into gen- 
eral and invariable law. And this law of the 
Bolshevist effort is in success in the degree to 
which the Bolshevist proceeds. 

In his pungent phrase ‘For one must eat,” 
Clemenceau betokens the poverty and misery 
which must ensue where the Bolshevist fol- 
lows his doctrines to their logical ends. The 
course then increasingly yields deficiency in 
material production the further the road is 
travelled. The failure of material production 
is covered in bitter pursuit of all elements of 
the nation who can be accused. But these pro- 
scriptions do not end the dearth of production, 
the lack of physical goods. 


THEORY AND PRACTICE 


The dire situation is only alleviated by a 
retreat from the extremes of theory to more 
moderate practices where the error, though 
not eliminated, is better concealed, is less ap- 
parent to the casual inspection. 

The point of Clemenceau in respect of the 
productive return of the Bolshevist state may 
be weighed by the briefest review of the course 
of the Russian state since the Revolution. 

The Bolshevists, on their accession to power 
in November 1917, took over industrial, trans- 
portation and distribution facilities which were 
then operated by workers’ committees. The 
peasants expropriated the larger holdings of 
lands. The Bolshevists undertook to fill their 
needs by a levy and distribution scheme. In the 
cities ration cards were required for food and 
supplies available, and these were doled in ex- 
change for work. Ration cards were of several 
classes, according to standing in the hierarchy. 
As whoever lacked a ration card was indeed in 
distress in the cities, the city populations bowed 
to this necessity to gain a pittance and worked 
as they must for the new regime. The peasants 
were not so to be gained. The government 
therefore levied on the peasants, taking what 
was deemed above the needs of the peasants. 

While the Bolshevists were following this 


course of expropriation and division, they were 
also contending with armed forces resisting 
the new regime. Between civil war in Russia 
and the loss of over 25 per cent. of her former 
lands—Poland, the Baltic states—the condition 
of the Russian economy was bound to have 
been adverse at best, but with these rigorous 
actions attendant upon a wide upheaval of the 
internal management, matters finally became 
devastating, Prewar industrial production fell 
off 87 per cent. by 1920. The acreage tilled 
dropped about one-third or about 75 million 
acres. The peasants raised enough for them- 
selves, as the net return for greater production 
was usually little if anything. 


FAILURE AND FAMINE 


The government stirred the lowest ranks of 
peasants to expropriate from the more fortu- 
nate ones. The levies thereupon descended 
down to the lower economic stratas until ail 
the rural population was largely stripped of 
all supplies of food. By the end of 1920 hun- 
ger was bitterly gnawing. Partial 1921 crop 
failures completed the debacle and a famine in 
which above 5 million persons starved to death 





PROGRESS VIA RETREAT 


The much discussed, little under- 
stood Russian economy and its impli- 
cations are analyzed in this paper by 
Mr. Pouchot, a member of The Con- 
trollers Institute, who is comptroller 
of Lee Rubber and Tire Corporation 
of Conshohocken, Pennsylvania. A 
careful reading of this evaluation of 
Russian management, and of social- 
ization as an institution, is recom- 


mended. 
—THE EDITOR 











ensued. The frozen dead were stacked like 
cordwood and burned, according to American 
eyewitnesses. 

From these numbing experiences, the Bol- 
shevist learned some of the hard facts of prac- 
tice in the art of management. It was not so 
easy as their theories promised. 

The passing of industrial control into work- 
ers’ committees had resulted in the terrific 
decline in production. Even total business of 
31,000 carloadings per week in 1916 was only 
10,000 carloadings in 1920. The decline in 
agricultural production due to the arbitrary and 
wholesale levies and even proscriptions of the 
better elements of the countryside caused even 
worse catastrophe than the failure of the urban 
side of production. 

Even the Lenin of 1917 and preceding years 
to the Revolution was transformed by the 
events of the few years to 1920-21. The plaus- 
ible doctrines were undergoing revision after 
a few years of power. Lenin no longer spoke 
of primitive democracy. He did not argue that 
the management of national economies had 
become very simple and could be handled in 
rotation by any literate worker. The father 
of Russian Communism no longer had any use 
for the primitive anarcho-syndicalism which 
he himself had advocated. The great Bolshevist 
perceived now that the theories had not been 
thought through to clear ends. 

At the 8th Congress of the Soviet Trade 
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Unions in December of 1920, Lenin addressed 
the delegations and boldly challenged the 
depositing of the management of the national 
industry in the hands of mass organizations 
such as the trade unions. It was a ridiculous 
nothing, he stated. 


MANAGEMENT LACK 


At the 2nd All-Russian Congress of mine 
workers Lenin asked in ringing tones whether 
every worker knew how to rule the country 
and declared that practical people knew such 
claims were fairy tales. 

Going on into the matter, one is well en- 
lightened by the education which Lenin had 
received in three years. “Can you say tight 
now, speaking sincerely, that the trade unions 
as administrators can always produce a given 
number of qualified managers? In administra- 
tive positions there is a possible need of sixty 
thousand, a hundred thousand persons. Can 
they supply them? Everybody who is not car- 
ried away and running after formulas, theses 
and discussions, who does not shout louder 
than everybody else will say, ‘No, they can- 
not, that duty they are unable to meet.’” 

“When it is said that we do not admit work- 
ers into administrative departments, it is an un- 
mitigated lie. We hunt for every more or less 
proletariat administrator and are glad to em- 
ploy him. We are being ruined by the lack of 
human power, of a more or less able person, 
and so far as workers are concerned it is three 
times as bad.” 

This practical experience in regard to indus- 
try forced Lenin to retreat from the theories 
which he had earlier advocated. The trade 
unions were not to take over. The workers’ 
committees were not capable to operate and 
were not to operate industry. It was not to be 
operated by the proletariat, but for the pro- 
letariat as a new management deemed best. The 
difference is important. 

It is to be noted here that instead of the 
people rising to control their government as a 
result of their social revolutions, their gov- 
ernment finally rises to control the people. 
Whatever the ideologies of social struggle, it 
finally comes down to the fact that the people, 
far from achieving their own mastery, have 
only exchanged one master for another. The 
Bolshevist party in 1939 had an enrollment 
of 2,500,000 members and candidates who ruled 
over 160 millions of people. This meager en- 
listment provided the chief bulk of the bu- 
reaucracy which governs. The bureaucracy has 
been recruited to their stations as adminis- 
trators, technical managers, engineers, scien- 
tists, army officers, actors, informers, spies, 
social organizers, to manage the more untu- 
tored workers and peasants. They have sup- 
planted the former haughty upper classes and 
have succeeded to a richer living from means 
of production which the new governors assert 
are “owned by the workers.” From the work- 
ers is to be produced according to their abili- 
ties; for the bureaucrats according to their 
needs. Exploitation under the Soviets is just as 
possible as under any preceding system, and 
the bureaucracy and shock workers are the new 
recipients in profit. 


RETREAT 


Lenin in 1920 therefore was looking for 
procedures to stop the vast decline in pro- 
ductivity which had been the consequences of 
the early Bolshevist policy. 

He was perhaps not entirely convinced of 
fundamental error in the original theories, but 
the distress was so keen as to need some relief, 
even if it meant compromise with the tenets of 
primitive democracy, and bureaucratic ¢x- 
ploitation. 

The New Economic Policy, or NEP as the 
alphabeticism goes, was the signal of the 
temporary retreat. It was a grudging with- 
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FIGURING, ACCOUNTING AND STATISTICAL MACHINES e 


INVEST IN INVASION 
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BUY MORE. WAR BONDS — 


NORDEN BOMBSIGHTS—vears of experience 
in precision manufacturing are enabling Bur- 
roughs to render an extremely important service 
to the nation by producing and delivering the 
famous Norden bombsight—one of the most 
Precise instruments used in modern warfare. 


* * 
FIGURING AND ACCOUNTING MACHINES are 


also being produced by Burroughs for the Army, 
Navy, U. S. Government, Lend-Lease and those 
business enterprises whose requirements are 
approved by the War Production Board. 





More than men and machines are meeting the ultimate test on 
Europe’s battlefields. Allied strength, determination and wisdom 
are on trial. Bitter action is now testing the adequacy of months 
of patient planning: 

Planning that produced planes, ships, shells, tanks, guns and 
other weapons of war... Planning that trained and equipped 
millions of men in all branches of the service . . . Planning that 
gathered men, munitions, supplies and food from all over the 
nation and transported them to the scenes of action . . . Planning 
that maintains communication lines for supply and reinforce- 
ment of troops ... Planning strategy—time and points of attack, 
necessary troops, equipment, reserves, supplies, hospital facilities 
and personnel. 


Planning on such a staggering scale involved countless hours of 
toil, mountains of paper work and literally billions of figures. 


To speed this figuring, thousands of Burroughs machines are on 
the job both at home and overseas, simplifying the work and con- 
tributing to accuracy. In war, just as in peace, you find Burroughs 
machines wherever there is important figure work being done. 


BURROUGHS ADDING MACHINE COMPANY « DETROIT 32 


Burroughs 


NATIONWIDE MAINTENANCE SERVICE ° 


uropes Fortress 






BUSINESS MACHINE SUPPLIES 
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drawal by men still unconvinced of any primal 
fallacy in their dogma. The ‘workers’ gov- 
ernment, with a bureaucrat twist’’ as Lenin 
put it, became just that but with the workers 
subordinating and the bureaucrats rising. 

In its beginning the NEP involved a fun- 
damental revision of the policy which had 
previously been forced upon the agricultural 
population. In place of the levy in kind which 
had created even armed opposition to the dras- 
tic stripping of the peasants, and which. had 
culminated in their deliberate cutting of acre- 
age and effort, the new setup fixed a system- 
atic taxation. By restricting the expropriation 
to a definite proportion and leaving the peasant 
the remaining fruits of his labor, to sell or to 
use, the Soviets did permit free trading by the 
peasants. 

This liberation offered incentive to produce 
as well as some security in producing and led 
to a vigorous betterment of the agricultural 
production in succeeding years. 

In industry the purely socialist form of pro- 
duction was replaced by a new system of state 
capitalism. The plan of supplying material and 
tools gratis to a factory was dropped; every 
manufacturing plant had to pay for everything 
it used. These changes led logically to the 
reintroduction of currency in its usual eco- 
nomic functions, as well as to the reestablish- 
ment of a credit and banking mechanism. At 
the end of 1921 a state bank on an orthodox 
basis was set up, a fact which Clemenceau 
had duly noted. And the building of army and 
armament was vigorously undertaken from 1923 
onward. The state likewise abandoned social- 
ist principles in the distribution of such goods 
as were produced. The state no longer under- 
took to supply directly the needs of large 
sections of the population with free goods in 
exchange for work. 

The emergency measures of the New Eco- 
nomic Policy succeeded in restoring the sink- 
ing economy of the Bolshevists beyond the 
hopes of many of its leaders. Agricultural pro- 
duction by 1927 was back to the earlier 90 
million hectares (225 million acres). Grain 
collections at a low of 18 million tons col- 
lected in 1920 increased to a harvest of 74 
million tons in 1927. Cotton textiles at 560 
million meters in 1922 reached 2,342 million 
meters in 1927. 

A new stabilized chervonetz ruble, value 
$5.00, was established in 1922. Paper issues 
were so well watered that in 1924 the depre- 
ciated paper was called in at a rate of 50,000 
for even 1923 paper rubles for 1 gold ruble. 
The withdrawal of the depreciated paper 
money helped recovery. 

This mixed socialist and free enterprise of 
the New Economic Policy aided greatly in the 
improvement of life in Soviet Russia and by 
1927 the country was back to 1913 levels. 

In 1927 the Bolshevists had not learned so 
much that they would not try to inaugurate 
more Socialism and less Capitalism. They 
thereupon veered toward deeper Socialism, 
particularly in agriculture. They began the as- 
sembly of Sovkhozes or State farms, and a col- 
lectivized type of farm called the Kolkhoz. 
This collectivization of agriculture was done 
with a ferocity and brutality which has per- 
haps never been surpassed. Agricultural pro- 
duction collapsed again, and in 1930-31 there 
was terrible famine, with above 7 million 
dead. The Bolshevists ruthlessly exterminated 
whole areas of their richer peasants. Their 
property and herds were taken. Many were 
sent to heavy labor in Siberia under police su- 
pervision, The lack of mercy of a people’s 
government in these modern days is a weird 
ethic. 

In March 1930 Stalin’s famous letter “Diz- 
ziness from Success’’ appeared in Pravda, dis- 
approving the extremes of violence and blaming 
excesses on the excessive zeal of local party 


members. The enforced collectivization was 
abated. 

Reform in the collectivist farms or Kolk- 
hozes was gradually introduced. The modera- 
tion lay in successively according more free 
privileges to members. At first, all property, 
including even a few chickens, belonged to 
the Kolkhoz. This was reversed. The kolkhoz 
member was later furnished his own house, 
could have one to three acres of gardens, have 
a cow or two, pigs, chickens, bees, which 
were entirely at his own disposal. Each kolk- 
hoz was given a deed, it undertook to manage 
its own affairs, and what was left over after 
state taxes and expenses of operation, includ- 
ing machinery station costs, and such, was 
distributable among the members. These re- 
forms of Kirov, a great friend of Stalin, later 
murdered, and ruthlessly avenged in the 1937 
purges, restored a condition to Russian agri- 
culture somewhat similar to the customs of the 
old mir or peasant commune. It was workable 
even if only fairly productive in efficiency. In- 
deed the kolkhoz is not unlike the American 
tenant farmer on shares. The kolkhoz would 
be more productive than the state farm or 
sovkhoz. “Farming by share tenancy has gen- 
erally been profitable,” observed Adam Smith, 
“Whereas farming by bailee is not so gener- 
ally.” 

The Bolshevist farm policy in two invasions 
on the peasantry has met with two retreats to 
more tenable positions in nature. The more 
wisely managed kolkhozes have more income 
than the poorer managed ones, and the more 
efficient members in either case have more 
than those who cannot manage their own indi- 
vidual plots and other affairs so well. The 
Russian peasant has many small bits of liv- 
ing hidden from display, and as he lives for 
living and does not live for results as the 
urbanite is finally led to do in every civiliza- 
tion at last, the Russian peasant on the land 
lives on in the hopes that his masters will not 
try a third scheme. The productivity of agri- 
culture was some 10 per cent. more in 1939 
than in 1913. With three or more times the 
farm labor in the United States, agricultural 
production in total is 30 per cent. to 40 per 
cent. less. 


THE FIVE-YEAR PLANS 


Industrially, the Soviets undertook two five- 
year plans during 1928-1932 and during 1933- 
1937, to increase the output of manufactured 
goods to that of the more industrialized West- 
ern Europe. These campaigns were conducted 
with much fanfare and trumpeting. 

The methods of operating Russian industry 
were not basically changed after the 1920-21 
retreat of Lenin to the New Economic Policy. 
Total production was increased greatly in the 
intervening years of the five-year plans. A great 
many new plants were built and whole new 
industrial areas were opened up, on the Dnie- 
per, the Don, the Volga, and in the Urals. 
Recruits from rural areas, the forcing out of 
individual artisans or kustarniks, and the in- 
gress of women supplied the labor forces of 
industrialization, which was ruthlessly, arbi- 
trarily, capriciously and most mediocrely com- 
pelled. The number of employed, wage and 
salary workers, some 14 millions in number in 
1928, stood around 23 million in 1933, and 
was slightly under 30 million in 1938. 

Some comparative production figures are 
thus indicated over the years: 


1932 

or 
1928 1933 1938 
Electricity, million kw 1,700 13,500 36,400 
Petroleum, million tons 11.7 21.3 30.4 
Coal, million tons 35.4 65:4. 122.0 
Cast iron, million tons 3.3 6.1 14.4 
Steel, million tons 4.0 5.9 17.7 
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Cotton goods, million 


meters 2,717 2,417 3,447 
Woolen goods, million 

square meters 96 89 105 
Linen goods, million 

square meters 165 141 285 
Footwear, million pairs 85 164 
Sugar, thousand tons 826 2,400 


That there was a great deal of industrializa- 
tion in the two five-year plans is evident. 

But for the number of persons engaged the 
production was not a remarkable output. The 
productivity per man is low. A study of a 
machine plant in Kalinin showed that it em- 
ployed above 1,500 persons against a required 
number in the United States of 600 for the 
same production. A furnace in Magnitogersk 
has a crew of 90, where in the United States 
the force is about 40 men. The Russians com- 
mit the faults to be expected by the calcu- 
lating industrial engineer in such cases, the 
technicians and gang bosses, and administra- 
tive personnel are heavily overstaffed at the 
one end and the helpers are overemployed at 
the other. 

The Soviets have developed two activities to 
overcome this weakness of their recruitment 
of industrial forces. They have organized a 
formation of pacemakers within the mills on 
the one hand and production increase drives 
on the other. By example and exhortation the 
worker is stimulated to greater yield. The pace- 
makers, called Stakhanovites, are an elite who 
receive several times the average wage. As one 
might suspect, the Stakhanovite is at times 
chosen by the party for other than his high 
productivity. They are a privileged class of 
5 per cent. or 6 per cent. of the industrial force, 
set so distinctly apart in income that the Rus- 
sian state capitalism has .a larger spread in 
wages than is to be found in the state of free 
enterprise. 


WorKERS’ GAIN SMALL 


That the workers as a whole have not pros- 
pered greatly under the Bolshevist state cap- 
italism is to be found in the buying power of 
their wages. Average factory wages in Moscow 
in 1938 were about 290 rubles per month, 
whereas a low diet for four persons cost 250 
rubles. Living space for four persons averaged 
10’ x 16’ or 160 square feet. 

Life for the toiling masses in Russia is not 
one of plenty from this point of view. Pro- 
ductivity is low, it is of inferior quality, it 
is produced under rigorous rule, and it is dis- 
tributed with all the inequality to be found 
elsewhere in the world. 

The managers of the individual plants are 
answerable vertically to the Industry Trust 
heads or Glavks at Moscow and _ horizontally 
to the party leaders and committees in the 
region. The managers have an uncertain and 
usually brief tenure. The accountant admin- 
isters the usual financial records of enterprise 
throughout the globe, but in addition has 
voluminous and even weird reports to the di- 
recting trust and others. 

There has been a prevalent opinion about 
the world that the Bolshevist experiment 
would, in the long course of years, build that 
land to a productivity equally or surpassing 
that of the United States in its zenith years. 
The hope at least has risen that a great march 
of social progress is taking place in Russia and 
througMout the world. It is assumed that the 
productivity of society will be as great under 
the socialized or communized forms of society 
as under the form of the moderate state of 
free enterprise. It is assumed that the dis- 
tribution of goods produced will be better 
arranged, that there will be plenty, peace and 
pleasure in a new disposition of things. 

No historical example, including that of 
Bolshevist Russia, can lead to any such con- 
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clusion of sustained improvement of the con- 
dition of mankind through socialization. De- 
ductive and inductive calculation of the most 
careful analysis indicate that the results of 
the socialized and communized states are in- 
ferior to those of the moderate state of free 
enterprise. 

It is the natural law that the socialization of 
the state compels a progressive decline in the 
productivity of the state equivalent to the de- 
gree of the socialization. 

Where the production index of the moder- 
ate state of free enterprise is given as 100 the 
expectancy of production in the socialized state 
over a term of years will be some 60 to 80, 
depending on the intensity of the socialization, 
while under communism the production index 
will not be above 30 to 40. 

Under this hard and inexorable fate, the 
accompanying phenomenae in the Bolshevist 
state of dissension, recrimination, terrorisms, 
purges, are easily grasped. 

The flaw in socialization, its deficiencies in 
production, attended by moral delinquencies, 
arises from the disposition of men, materials 
and equipment in productivity which sociali- 
zation is bound to follow. It has an organic 
failure in the recruitment of its direction and 
management which it cannot throw off, and 
which give not only mediocre results, but fol- 
lowed to the end, yields stark failure. 

The moderate state of free enterprise has a 
problem, too, but its problem arises from the 
prosperity which such condition engenders. 
But the problem of socialization is that it is 
not a continuing organization of prosperity at 
all, but one of lack of prosperity. Socializa- 
tion simply cannot attain a high plane of pro- 
ductivity. 


SOCIALIZATION’S FLAW 

Specifically and immutably, socialization 
must disregard the natural law in its recruit- 
ment of management. Nature presents her qual- 
ities in echelons, and the abilities of men and 
the qualities of life are ranked in a regular 
order, with a mathematical accord, as demon- 
strated, as a solitary example, in the law of 
Mendel relative to hereditary transmission of 
qualities. For continuance of life, nature must 
resort to the principle of individualization or 
variation. The best organization of the social 
life will accord most highly with. this basic 
array presented by nature, and the poorest 
organization will attempt, without long §suc- 
cess, to trammel up the consequences of the 
natural law. 

The moderate state of free enterprise in the 
limitation and division of the governmental 
powers, and the placing of economic respon- 
sibility in the individual hand, permitted a 
larger freedom for the rise of the natural best 
in respect of many qualities of management 
and action. 

In passing from a more natural selection 
of ability to a more arbitrary and chance selec- 
tion, a society progressively must weaken it- 
self in so far as achievement is concerned. 
No rigid system of classification of the .quali- 
ties of men and no fixed tabulation of their 
petty and transient genius will fittingly replace 
their own natural ranking. 

The level of endowment in the recruitment 
of the management which socialization gives 
them is the general average of all men, if not 
less. This is mediocrity itself. 

The moderate state of free enterprise, such 
as the United States has been up to now, will 
have a management superior to the socialized 
state, although natural selection of qualities 
does not operate fully here or in any organiza- 
tion of mankind devised. 

The difference in productivity in an enter- 
prise administered freely with a superior 


acumen and that with a mediocre one, ac- 
counts for the decrease inherent in a socialized 
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state. The rigidity and interferences dimin- 
ishes the production by 20 per cent. to 40 per 
cent. The rise of the non-productive labor, the 
barriers to improvement and expansion of 
effort are heightened and the final decision 
too often passes to a bureaucracy recruited 
mediocrely. The socialized state cannot de- 
ploy its manpower for maximum production; 
it is forever decreasing the productive labor 
and increasing the overhead labor. 

Communism at the final end of the scale 
plays directly into the law of the least effort. 
The recompense for labor is distributed to 
worthy and unworthy, meritorious and un- 
meritorious alike with scant regard for per- 
formance or achieved productivity. The end 
result is stagnation, which is typified by the 
necessity for two or three people to accom- 
plish what one ought to do. 

These end results of socialization are cer- 
tainly not emphasized in current literature or 
speech. The productive variation is simply not 
perceived. Yet the difference in return from 
management well recruited and that amor- 
phously constituted is well set forth by any 
good work on production studies. 

One curious claim for socialization is hedon- 
ism. A pleasant, secure life for the great mass 
of mankind is envisaged. With a will to work, 
everyone is to be well provided with the neces- 
sities and luxuries for which men most easily 
yearn, insured against calamity and distress. 
Men are to be relieved in the mass of any great 
concern in the primary organization of their 
lives in the immediate sphere about them. The 
principle of individualization in nature, where- 
in nature tends to drive life to organize itself 
completely in its adjacent orbit is to be greatly 
avoided by a declined impetus, and those 
pleasures inherent in men, following the law 
of the least effort are to be augmented. 

Here again the apparent goal of socializa- 
tion is contradictory to the reality. 

Nothing ensues but an increasing task. The 
superficial promise of a pleasant and pleasur- 
able life is never realized. Instead there is 
an urge to work, and a drive for more work, 
with campaigns for greater effort and more out- 
put, where idleness is most harshly dealt with, 
and even small infractions of work rules are 
well punished. The worker in Russia has a 
“labor book” or passport held by the manage- 
ment, into which are recorded his sins of omis- 
sion and commission, but never his virtues. 
This labor book must be presented by the 
worker when looking for a new job, when he 
is permitted to look at all. 


STATE CAPITALISM 


The present system of Russian management 
in industry and agriculture, that of state cap- 
italism, represents a withdrawal from the 
more extreme forms of state socialization first 
inaugurated. The withdrawal was compelled 
because of the deficiencies inherent in sociali- 
zation itself, and in its more extreme forms 
the productivity is too low to be supported 
even by the advocates of the socialization. The 
speeches of Lenin in 1920-21 confirm the dis- 
tress in production and management. A re- 
treat to that position in socialization where 
the lack of production is not so acute was 
therefore dictated by the Soviet leaders who 
could have calculated their failure in advance 
as easily as Clemenceau outlined it. The fail- 
ure of social reformers to weigh clearly the 
fundamental impulsions of life and living, 
which forecast certain results to certain courses, 
is both an unfailing source of comedy and 
finally of tragedy. It is poignant to hear so 
much sound, and see so much fury signifying 
nothing. 

The course of the Russian experiment in 
management of the energies of civilization in 
nearby decades to come is apparent. It will 
try at recurring intervals to impose greater 








degrees of socialization—without success, It 
will finally give up the abortive attempts to 
go further than state capitalism and it will 
finally tend to a state of moderation, with 
limited powers, and with some fixity in law, 
instead of arbitrary and capricious dictates, 
There will tend to develop some freedom 
of action on the part Of the managers, and in 
the conduct of affairs privately, in the interest 
of increased productivity. The Russian pro- 
ductivity will tend toward 60 per cent. or 70 
per cent. of the productivity of a moderate 
state of free enterprise. It will have schisms 
and dissensions among the Bolshevist party, 
because basically socialization has three grave 
dilemmas contained in its doctrines: 


1. The dilemma of unproductivity. 


The output is less and must be less than 
under free enterprise. 


2. The dilemma of tyranny. 


Socialization cannot yield actual manage- 
ment to the masses, but places immoderate 
powers in the hands of an augmented class 
of combined political and economic despots, 
The workers are not the rulers, but the ruled, 
and ruthlessly ruled. 


3. The dilemma of a pleasurable existence. 


Socialization is organically a method of or- 
ganization for production, and is only super- 
ficially concerned with distribution. It is a 
stressing of action, not of inaction, of energy 
and not of inertia. The idea of a pleasant 
and pleasurable life, bountifully provided 
with goods, leisure, and enjoyment is an 
incoherent expression of socialization. He- 
donism and socialism are antagonistic and 
must be. 


This calculation of the ends to which so- 
cialization leads is somber in the face of the 
beliefs of the day. The Soviets have adopted 
courses to reach results which were inherent 
in the action there. The results of similar ex- 
pressions in socialization elsewhere can like- 
wise be ascertained in advance of the action. 
The dire life in the Middle Ages, circum- 
scribed by the communal effort and unvaried 
regulation which descended from the Romans 
of the low empire and was incorporated in the 
feudal system, was the product of a socializa- 
tion also. The escape of Western Europe from 
the deadening imposition of the enforced uni- 
formity into set classes brought the brief cen- 
turies of rise of western civilization. 

Life in the Middle Ages was spent under 
the brutal hand of regulation by government 
which followed the baker to the oven and 
the butcher to the shambles. The dismal two 
or three crop rotation of France and England, 
one of which was a fallow, are expressive 
of the deadening routine wherever all are set 
forth in regimented array. The struggles of 
our forefathers in Europe in the 700 years 
from the 10th to the 17th century for a state 
of freedom and moderation from a rigid eco- 
nomic code and routine which in common 
with all such arrays of society gave a wretched 
and miserable production, are a jutting re- 
minder of the desperate destiny of the social- 
ized state. The Middle Ages held nothing else 
but socialized states and in consonance with 
the law of the social productivity were passed 
in squalor, poverty and misery. That ancient 
regime was a barren waste through the ages, 
but its utter desert was provided by a socializa- 
tion which wrung the moisture of free action 
from the airy economic currents. 

It is the brutal reality of life that deep so- 
cialization, far from bringing in a greater 
abundance along a uniform path from the 
cradle to the grave, must act to prevent maxl- 
mum productivity and finally must compel @ 
lower level of life than that to be found in 
a state of free endeavor, or as put by Mon- 
tesquieu, a state of moderation and liberty. 
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The Russian experiment furnishes no con- 
trariety to the rule. The Bolshevists were un- 
successful in their extreme movements in so- 
cialization. And they retreated from the ad- 
vanced positions. To make great progress, they 
still must retreat farther toward moderation 
and liberty and security in the usufruct of la- 
bor. The Bolshevist is at the hour willing to 
encourage the popes, to put it in the vernacu- 
lar of M. Clemenceau who spoke gruffly and 
with finality. 

The Bolshevists patently have had no sure 
concept of the results inherent in variant basic 
orderings of the social array. “I am grateful 
at times,” said Turgeniev, “for le brouillard 
slave’—the Russian fog—‘which keeps me 
from pursuing too far the logic of ideas and 
the extremes of deduction.” 


The extremes of deduction, which sum up 
into one supreme regard the final attainment 
of all conduct of the energies of civilization 
can view the tense springs and the baffled te. 
coils of the forces of socialization at the stone 
wall of nature with a sure knowledge of the 
ultimate end. 

The logic of ideas in its final pursuit can 
only fix on the moderate state of free enter. 
prise to give maximum material and moral at. 
tainment to the social array. The deductions 
from all history and the inductions of all nat- 
ural philosophy can come to nothing more, 
The moderate state of free enterprise was the 
greatest and fateful termination of the renas- 
cent western civilization, which will either hold 
to the high concept, or slowly go under. Of 
choice, there is none in good course. 


Byrd Committee Reports More than 
Two Billion in Savings 


Savings of more than two billion dollars since 
the formation of the Joint Committee of Reduc- 
tion of Non-essential Federal Expenditures, 
headed by Senator Harry F. Byrd, were re- 
corded in the latest report of the Committee, 
which was formed two and a half years ago. A 
total of $295,000,000 will have been saved in 
the first half of the 1944 fiscal year, according 
to the report. In concentrating on the curtail- 
ment of overhead expenditures, the Committee 
states it has made every effort to. accomplish 
this saving in such a way as to contribute to 
the war effort rather than to interfere with it. 

Many of the savings cannot be indicated ex- 
actly in the report. For example, in addition to 
the stated reductions in federal personnel, sharp 
curtailment in recruiting in certain agencies has 
been noted, probably occasioned by means of 
congressional action inaugurated by the Byrd- 
Langer amendment to the Overtime Pay Act, 
by the reports and recommendations of the 
committee and by the activities of the House 
Civil Service Committee. Consequently, al- 
though hundreds of thousands of unnecessary 
federal employees are still kept from more val- 
uable war work by reason of their needless and 
duplicating activities, thousands of man-hours 
and considerable money have been saved already 
by restraining employment. 


Since the committee’s investigations and re- 
ports to Congress, the flood of questionnaires, 
reports and forms required of the public by 
federal agencies, threatening for a time the con- 
tinued progress of the war effort, has been 
sharply reduced. 

“Other savings, difficult to estimate in ex- 
tent, have been, or are being effected,” says the 
report. ‘The committee has sponsored a new 
personnel reporting system in the Federal Gov- 
ernment which, when carried out, will bring 
about an estimated savings of $10,000,000 in 
personnel reporting to the Civil Service Com- 
mission. Such a system, in addition to saving 
manpower and money in eliminating certain 
overlapping features of reporting requirements 
now in use, will provide detailed information 
on occupations and geographical distribution of 
employees never before obtainable. It is hoped 
that this system will remove the present con- 
fusion resulting from recent changes in re- 
porting procedure installed by the Civil Service 
Commission.” 

A detailed breakdown on the two-and-a-half 
years’ savings as the result of Congressional ac- 
tion following the Committee’s recommenda- 
tions is shown herewith. 








| 

| Fiscal year 1943 Savings 

| Liquidation of the Civilian Conservation Corps..........00s0seeeeeeeee $ 238,960,000 

| Partial elimination of National Youth Administration.................- 83,767,000 

| Reduced appropriations—Works Projects Administration..............- 540,000,000 
Department of Agriculture—reduced appropriations...............+++. 195,731,208 
Farm Tenant Program—reduced appropriations. .................0ee0e- 2,270,000 
Farm Security Administration—reduced appropriations...............+. 26,180,000 
Federal Highway Projects—Reduced Appropriations................0+- 50,300,000 

Deferment of Non-Defense Building Construction.................0065 33,148,000 

| Interior Department Public Works Projects limited: 0.6.5. /.6 <cicei 0d 00 56,985,000 
Reconstruction Finance Corporation—farm tenant loans decreased........ 17,500,000 

| Farm Security Administration, borrowings limited...................- 22,500,000 
Rural Electrification, program borrowings limited..................065 90,000,000 
Fiscal year 1944 
Abolition of National Youth Administration................ 220s eee $ 56,744,000 | 
Liquidation of Works Projects Administration. ............. 0000 eeees 106,168,499 
Office of War Information, appropriations curtailed..........:......65- 5,811,199 
National Resources Planning Board, appropriations reduced............. 937,922 
Home Owners Loan Corporation, expenditures lowered..............-++. 1,857,800 | 

| Appropriations reduced for reclamation projects.............0-eeeeeeee 52,719,470 | 

| Rivers and Harbors, appropriations reduced............2.2eseeeeeeeee 181,894,100 | 

| Farm Security Administration, appropriations reduced..............+--- 18,022,142 | 

| Farm-Tenant Program, appropriations reduced.............0eeeee eevee 298,930 | 
Resettlement projects, appropriations reduced...............0e cesses cues 78,961 

| Farm Security Administration, borrowings limited.................005: 37,500,000 | 

| Farm-Tenant program, borrowings limited..............ceececeee cence 2,500,000 | 

| Reductions in federal personnel...........0.c0ccceeceecceecceeeeees 295,669,000 

BE Ge AY OE: 5. AUR CMAN TINE peer RAC cra $2,117,543,231 
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LUDEN’S (andes booming 


accounts recemables volume 






pigerr<t 


UNIT INVOICE PLAN 


SAVES 3 times cost 
in first year! 


The Kolect-A-Matic unit plan of 
handling account receivables with- 
out machine posting operations en- 
ables Luden’s, Inc., to keep abreast 
of all posting, credit and collection 
activities with fewer clerks than 
were required under the old system 
when annual volume was less than 
half of today’s. 

“Kolect-A-Matic did more than 
crack a man-power bottleneck for 
us”, says Mr. J. G. Albert, Luden’s 
Credit Manager, “It eliminated the 
need for costly posting machines. It 
ended the need to keep a cash book, 
as well as the continuing expense of 
high-grade ledger cards. All told, the 
new system has actually saved its 
installation cost three times over in 
one year.” 

Under this Simplified Unit Invoice 


Accounting Plan, machine posting is 
replaced by filing of invoice copies 
in visibly indexed pockets. These 
pockets constitute the ledger. They 
provide a “home” for each customer’s 
account in which complete data for 
effective credit and collection func- 
tions are always on hand. 

Vital facts are visibly charted by 
exclusive Graph-A-Matic Signals for 
fast, positive executive control. 

Unit grouping of customers’ ledger 


with fewer clerks 





under individual operators pro- 
motes maximum speed, accuracy 
and control in every phase of credit, 
collection and accounts receivable 
operations. 


ye FOR YOUR INFORMATION 
we have prepared a detailed study 
showing the operation and results ob- 
tained by Luden’s with Kolect-A-Matic. 
Ask our nearest Branch Office for a 
copy of Systems Narrator 588. 





COPYRIGHT 1944 





SYSTEMS DIVISION 


REMINGTON RAND 


Buffalo 5, New York 
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ft Reviews of Recent Publications 





Four Excellent Papers 


“RENEGOTIATION AND TERMINATION 
OF WAR CONTRACTS.” University of Mich- 
igan Official Publication, Volume 45, No. 
122. Published by University of Michigan, 
Ann Arbor, Michigan. 

This pamphlet, which is sponsored and 
published jointly by the Law School of the 
University of Michigan, the Michigan Law 
Review, ‘and the School of Business Ad- 
ministration of the University, contains three 
excellent papers on the subject of renegotia- 
tion and one on the subject of termination of 
War Department contracts at the option of 
the Government. 


Major Charles W. Steadman, Chief of the 
Legal Branch of the War Department, Cleve- 
land Ordnance District, and Legal Advisor to 
the Price Adjustment Board of the Cleveland 
Ordnance District, deals with “Legal Aspects 
of Renegotiation.”” His paper is predicated on 
the 1942 Act and, in some minor respects, is 
obsoleted by the 1943 Act. The major topic 
discussed in this paper is the constitutionality 
of the Renegotiation Act. Major Steadman dis- 
cusses this matter very fully and at consider- 
able length. It is suggested that anyone who 
feels that the Renegotiation Act will be ruled 
unconstitutional will find it advantageous to 
study this article carefully. 

The second article, written by Mr. W. James 








Corporations 


Plaee Your Order Now for 


MONTGOMERY'S 
Federal Taxes on 








1944-45 





offers you a systematic, beginning-to-end treatment of 
the structure and operation of corporation tax. It 
brings you up to date on details of the application of the law 


I: one place for quick reference, this 1944-45 manual 


— 23d — 
Year of 
Publication 


in effect, just as you want this information for company use. 


Nothing else like it to fortify yourself against difficult 
questions you will have to answer. Its clear thinking 
and many-sided analysis help you conduct discussions, 
make recommendations, and lay tax plans with the 


greatest economy of time and effort. 


It helps you determine your company’s tax position and 
and consequences, 
double-check your conclusions against experience of a 
nationally known authority on taxes, with a staff of asso- 
ciates exceptionally well qualified in tax practice. 

Packed with vital facts, down-to-earth advice, and 
valuable interpretations to give you leads on specific prob- 
lems—such as requirements for claims under Section 722— 
principles to guide you culled from thousands of corpora- 
tion tax cases, rulings, and decisions ; the overall picture to 
enable you to see corporate tax problems from every angle 
and arrive at the best treatment for particular situations. 


strategy, view alternative courses 


Ready This Fall 


ONTGOMERY’S FEDERAL TAXES ON Cor- 
Pe tenes 1944-45 tops off your prac- 
tical experience in tax work, your technical 
training, your available sources of tax infor- 
mation. If you have never used the manual, 
make sure you get it this year—you’ll be as 
enthusiastic as the thousands of other company 
tax officers who have found in its successive 
issues the easiest, most practical way to keep 
posted on the intricacies of corporation tax. 
Copies will be released this fall, in ample time 
for your work on returns. 


Two Volumes, $15.00 





THE RONALD PRESS COMPANY ‘wid 
15 East 26th Street New York 10, N. Y. See eee ene ul 





=a ie ts" 
Advance Order Form be. 


THE RONALD PRESS COMPANY | 
15 East 26th St., New York 10, N. Y. | 
Place on file our order for Montgomery’s 
on Taxes on Corporations 1944-45, price | 

5.00. 

It is understood that full details will be | 
sent us before publication, and that this 
order is subject to our approval of these | 
specifications. 


Pirin OF) COMPANG i. ics can sasinnscs poasveswsws | 


(please print) M991 
DEN dare Rides atlas ds dan eevee POSitION | osicvicdssn 
(your name) 
SRIMINORG  OEORS . 6055 cies casesscs ctevass eve | 








MacIntosh, Counsel, War Department Price 
Adjustment Board; General Counsel, War Con. 
tracts Price Adjustment Board, Washington 
D. C., analyzes the Renegotiation Act of 1943, 
This is an excellent discussion of the changes 
effected in renegotiation by the 1943 Revenue 
Act and of future price reductions and fe. 
pricing under Title VIII of the 1943 Reve. 
nue Act. 

Mr. Maurice Hirsch, Vice Chairman, War 
Department's Price Adjustment Board, Wash. 
ington, D. C., has written a short article en. 
titled, ‘‘Renegotiation—Retrospect and Pros- 
pect.”” In this article, Mr. Hirsch reviews the 
experiences under the 1942 Revenue Act and 
discusses the factors which will be taken into 
consideration in 1943 renegotiation. Anybod 
still faced with renegotiation of 1943 business 
would be well advised to consider this article 
carefully. 

The fourth article entitled, ‘Termination of 
War Department Contracts at the Option of 
the Government,”” was written by Mr. David 
A. Goldman, Assistant Chief, Legal Branch, 
Detroit Ordnance District. This article reviews 
the evolution of terminations up to the is- 
suance of the Uniform Termination Article 
adopted by the Office of War Mobilization 
and made effective on January 8, 1944. Rapid 
developments in the termination situation in 
recent months render this article largely aca- 
demic. The article contains an excellent tre- 
view of the controversy between the Comp. 
troller General and the contracting agencies 
as to who should have jurisdiction over final 
termination settlements. 


Reviewed by DuNDAS PEACOCK, 
Jeannette, Pa. 


Effects of Tax Policy 


“PRODUCTION, JOBS AND TAXES,” by 
Harold M. Groves. Published for the Commit- 
tee on Economic Development. 112 pages. 


This book is the first in a series of research 
studies now being conducted under the spon- 
sorship of the Committee for Economic De- 
velopment. The Foreword and Addenda in- 
corporated in the pages of this volume give 
brief but effective outline of the purposes and 
considerations involved in projecting such 
broad research by C.E.D. One point is made 
very clear, viz., that the plans so cited are 
based upon absolute objectivity and that the 
selection of the persons making the studies 
themselves is likewise an extremely objective 
process, 

The volume under review, while published 
by C.E.D., does not carry its full endorse- 
ment as to the recommendations set forth nor 
as to representations of policy. In these re- 
spects the thesis is preliminary to a later docu- 
ment to be released by C.E.D. 

“Production, Jobs and Taxes” is a most 
descriptive title. The study is intended to show 
the effect of Federal taxes, laws and policies 
on production which in turn is both cause and 
effect in creating the mass of jobs necessary 
to prevent widespread unemployment after 
the war. The theories of individual economic 
incentives are discussed briefly and somewhat 
inconclusively. The historical application of 
Federal taxation and its effect on such in- 
centives is considered, though not too deeply. 
In this connection it is obvious to the reader 
that while the purposes of the work are strictly 
objective in approach and analysis, that ob- 
jectivity is confined to eliminating motives 
which might be construed as furthering of 
defending the interests of C.E.D. membership. 
In this sense there is a real adherence to that 
end. But to hold that the study and its con- 
clusions are objective insofar as their rela- 
tionship to the parallel problems in the whole 
perspective of production, jobs and Federal 
taxation is concerned would be inaccurate. In- 
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Your Company’s Retirement Plan 





So many questions are arising today 
about Retirement Plans that only an un- 
biased organization is qualified to give 
you the answers you seek. 


Such an organization is Marsh & Mc- 
Lennan, with 70 years’ experience and 
with an impressive group of company 
clients large and small from coast to 
coast. 


Marsh & McLennan believe that a Re- 
tirement Program represents an impor- 


WHO shall be eligible? 

WHAT retirement benefits shall be provided? 
SHALL the plan include death benefits? 
SHALLemployees contribute? How much? 


SHALL the plan be trusteed or insured? Or a 
combination plan of self-administration 
and insurance? 


WHAT will be the effects of the plan on your 
business? 


WHAT will it do for your employees? 
WHAT should be the cost? 


WILL the plan conform to tax regulations? 


tant financial step for any company. 
Therefore, the Pension question is ap- 
proached from an impartial viewpoint by 
first discussing the whole problem as it 
affects your particular company and 
then by working out with you a Retire- 
ment Plan, either insured or trusteed, 
that is “tailor-made” to fit your organ- 
ization. 

A folder ‘The Retirement Program as 


a Part of Employer-Employee Relations” 
is available from the offices listed below. 


MARSH & MSLENNAN 


INCORPORATED 


70 PINE STREET 
NEW YORK 5, N. Y. 


Boston Columbus Indianapolis 
Buffalo Detroit Los Angeles 
Cleveland Duluth London 


164 WEST JACKSON BLVD. 
CHICAGO 4, ILL. 


500 RUSS BLDG. 
SAN FRANCISCO 4, CAL. 


Milwaukee Phoenix Seattle 
Minneapolis Pittsburgh Vancouver 
Montreal Portland Washington 


St. Louis 






















**,..and What Do I Get? > 


Squawks that split your eardrums! 
In the morning pte a million let- 
ters by hand and the boys are mad if 
they don’t get their mail in nothing 
flat. They must think I’ve got a 
hundred hands.” 


Sg 












q “In the Afternoon 


I do the same thing all over again 
besides taking care of the outgoing 
mail. And is that a honey of a job in 
this outfit! It all comes through in the 
last half hour and there isn’t an auto- 
matic machine in the joint! Sealing, 
weighing, stamping—everything done 
by hand. I’m disgusted.” 







No Wonder Johnny Gripes! 


Hisis a big job that calls for experience, 
competent supervision and modern 
mail-handling systems and machines. 
Plan a modern, postwar CC-equipped 
mailroom now—our specialists will 
gladly help you. It’s the accepted way 
to insure speedy, accurate, protected 
handling of your mail . . . of putting 
your mailroom on a par with your 
other departments. 


Metered Mail Systems ... Postal and Parcel Post Scales ... Letter Openers ... Envelope 
Sealers ...Multipost Stamp Affixers ...Mailroom Equipment. (Many Units available.) 


MMERCIAL 


Buy Extra War Bonds 





NTROLS 


(OT O) <5 51 O) 57-5 LO), 


BRANCHES AND AGENCIES IN PRINCIPAL CITIES 
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deed if this document lacks something vital 
and I believe it does, it lacks an outline of 
the over-all perspectives involved of which the 
author is discussing but one phase. For ex. 
ample, the chief emphasis in the paper is op 
corporate taxation and one of the most im. 
portant recommendations reached is that cor. 
porate and personal taxes should be integrated, 
While other parts of the tax problem (in its 
relationship to production and jobs) are set 
forth these are not nearly as fully considered 
as the corporate taxes. This fact might well be 
defended on the premise that it is the corpora. 
tions of America which provide the mass of jobs, 
It is questionable, however, whether it is wise 
to build or propose a Federal tax policy or 
plan on such a basic ptemise when that is the 
crux on which a fluctuating economy has been 
oscillating for several years. 

One has, therefore, a distinct feeling of its 
inadequacy as he concludes his reading of the 
volume. 

Most controllers have cut their professional 
teeth on one phase or another of the tax prob- 
lem. They will find this work inclusive of 
many of their own views. They will find that 
it coordinates and correlates much material in 
extremely readable form. But they will find 
that it lacks the practicality of business realism 
in its recommendations. Possibly this proves 
the objectivity of the work in that it repre- 
sents the thoughts and conclusions of the au- 
thor, Dr. Harold M. Groves, Professor of Eco- 
nomics at the University of Wisconsin, who 
has conducted the study entirely uninfluenced 
by C.E.D. When the subsequent statement of 
C.E.D. policy is published it will probably 
endeavor to add the essential practical re. 
quirements to the fundamentals outlined in 
this book. 

In keeping abreast of developments in so 
vast and critical a phase of our post war 
economy every controller should attempt to 
apprise himself of its varied facets. Those 
who are devoted to a full and fair considera- 
tion of the Federal tax problem, especially 
as it affects production and jobs, should con- 
sider this work a “must,” in view of its 
official C.E.D. sponsorship. A survey of their, 
the controllers’, attitudes may in turn be of 
reciprocal help in future studies. 


Reviewed by Haroun C. Stott, 
Philadel phia 





Each issue of ‘The Controller’ is 
produced in full compliance with the 
Government's regulations for conserv- 
ing paper and other essential mate- 
rials. 

With the August issue, a slightly 
lighter weight paper stock was intro- 

| duced, enabling the publication to 
| maintain its desired schedule of pages 
| per issue and, at the same time, meet | 
the increased needs due to gains in 
membership by The Institute and 
subscriptions from individuals and 
corporations which are not members 
| of The Institute. 
| A word as to the publication date 
| of “The Controller” is also in order: 
There has been no change in the 
publication date, but wartime trans- 
portation and manpower problems 
have resulted in a somewhat later ar- 
rival date for many readers. The ed- 
itors will continue to make every ef- 
fort to have the publication reach its 
readers as early as possible each 
month, 
pues 


Thirteenth Annual National Meeting 
Controllers Institute of America 
Chicago, October 2-3-4, 1944 
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STEEL HINGE RING BOOKS 
are again available. 
Ask for series 4800. 


NATIONALS™ 
By ones 


mY 


eon Bee @ 


CHICAGO 


The busy reservation clerks speed 
paper work with National Covers at 
A. A., la Guardia Field, New York. 


help American Airlines, ine. 
to “Keep ‘em Flying”. .. . 


On the ground, as in the air, American Airlines, Inc. are 
generous users of NATIONAL LOOSE LEAF COVERS to keep 
records in order for quick index reference, constant change 
and ease in handling. Over the Route of the Flagships they 
know the value of LOOSE LEAF .. . and the quality and stamina 
of NATIONAL COVERS. 


Just another way of saying ... “buy NATIONAL”. You 
can depend on all NATIONAL LOOSE LEAF COVERS for 
long life and permanent satisfaction. There’s a size and 
style for every need. 


AT YOUR STATIONER’S 


NATIONAL BLANK BOOK COMPANY 


MASSACHUSETTS 


BOSTON SAN FRANCISCO 
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Brief Items of Interest to Controllers 








Report Analyzes the Nazi 
War Finance Technique 


Nazi Germany with limited raw material 
resources was able to prepare for war and 
finance it on an unprecedented scale by a se- 
ries of ingenious techniques to canalize an 
ever-increasing proportion of the national in- 
come through the public treasury. The party 
leaders, however, were scrupulous to proceed 
within a framework of pseudo-capitalism and 
self-made legality. 

The financial mechanism which resulted ap- 
pears similar in several respects to that which 
some United Nations have put into operation, 
but the similarities are superficial, The Nazi 


techniques are essentially dictatorial, and an 
over-all direction of the country’s economy has 
been substituted for the autonomy of the mar- 
ket mechanism. Commodity prices, foreign 
exchange rates, and wages have all been fixed 
by the government and have completely lost 
their significance in a traditional capitalist econ- 
omy. 
The foregoing conclusions were reached in 
a report, Nazi War Finance and Banking, by 
Dr. Ctto Nathan, Professor of Economics in 
Vassar College and associate of the Financial 
Research Program of the National Bureau of 
Economic Research. The report, is published 
by the National Bureau in its series of studies 
under the general title “Our Economy in 
War.” 





Gor The Sales Manager 
In A Quanday..... 


The coming of peace may find many 
sales managers between the devil and 
the deep blue sea. The old figures 
won't do because the war will have made 
them obsolete. New figures will have 
to be based on an accurate analysis of 
the changes which have taken place in 
markets. 


Old quotas will be out of date, but a 
complete sales analysis will be needed 
to determine the new quota basis. 


McBee Keysort and Unit Analysis 
produce sales reports of all kinds 
through simple routines. They will help 
sales analysis now and assure a quicker 
start when the big bid for after-war 
business begins. 





Best Annual Reports for 


1943 Are Selected 


The 1943 annual reports of Brown & Bige. 
low and Caterpillar Tractor Company were 
judged the first and second best of the year of 
the 1,000 annual reports surveyed by Weston 
Smith, business editor of Financial World, 
national weekly magazine. The selections were 
made by an independent board of experts com- 
posed of Dr. Lewis Haney, professor of eco- 
nomics of New York University, as chairman; 
Norman Bel Geddes, industrial designer; C. 
Norman Stabler, financial editor of New York 
Herald-Tribune; Glenn Griswold, editor of 
Planning; and Raymond C. Mayer, president of 
National Association of Public Relations Coun- 
sel, Inc. 

The board also selected the best annual report 
of the year in each of forty leading industries, 
including the following: Aircraft Manufactur- 
ing, Glenn L. Martin Company; Airline, Pan 
American Airways; Automobile, General Mo- 
tors Corporation; Building Material, Johns- 
Manville Corporation; Chemical, E. I. duPont 
de Nemours & Co.; Dairy Products, The Borden 
Company; Films, Universal Pictures Company, 
Inc.; Meat Packing, Swift & Company; Milling, 
General Mills, Inc.; Office Equipment, Reming- 
ton Rand Inc.; Packaged Food, General Foods 
Corporation; Paper, Dennison Manufacturing 
Company; Petroleum, Standard Oil Company 
(N. J.); Public Utility, Consolidated Natural 
Gas Corporation; Radio, Stromberg-Carlson; 
Railroad, Chesapeake & Ohio Railway; Rubber, 
Seiberling Rubber Company; Steel, American 
Rolling Mill Co.; Telephone & Telegraph, 
American Telephone & Telegraph Company; 
and Textile, American Viscose Corporation. 

In addition, Norman Bel Geddes selected as 
the best original cover design among the 1943 
annual reports that of Pan American Airways, 
with the cover of Superior Steel Corporation as 
second choice. 


Stockholders Report Cited 


The 1943 Report to Stockholders of the 
Puget Sound Power & Light Company of 
Seattle, Washington, was awarded first prize 
in the Reddy Kilowatt contest of the Edison 
Electric Institute, it was announced at the an- 
nual meeting of the organization in New York 
in June. The judges’ citation complimented 
the report as “A fine example of presentation 
—summarizing the company’s performance and 
portraying it in simple, yet comprehensive 
manner; and at the same time giving the stock- 
holders a wealth of material. The 11-yeat 
score card is a unique method of citing the 
accomplishments of management.” 

Honorable Mention certificates were awarded 
to the Kansas Gas and Electric Company, 
Wichita, Kansas, and the Duquesne Light 
Company, Pittsburgh, Pennsylvania. 


Internal Auditors’ Year Book 


The first Year Book published by the Instt- 
tute of Internal Auditors was released 1M 
July. It combines the 1942 and 1943 editions 
and gives details of the organization, its ac 
tivities and its membership. Mr. William H. 
Garbade, treasurer of Shell Oil Company, 
New York, is the current president of the 
Institute of Internal Auditors. 
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Sundstrand Machine Power 
saves hours of man power 
and woman power. . . 


Thousands of man and woman hours 
have been saved in the Payroll 
Departments of many firms through 
the use of Sundstrand Payroll Account- 
ing Machines. 


The machine does the entire job, not 
just part of it. 


The operation is so fast that one ma- 
chine performs the work of several 
clerks. 


Because of the simple “10 Figure Key” 
keyboard and many automatic features, 
operating proficiency can be acquired 
quickly by anyone. 





Our factory at Bridgeport, 
Connecticut, proudly “ae the 
Army-Navy E,” awarded for the 
production of precision instru- 
ments calling for skill and crafts- 
manship of the highest order... 
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Read these definite Sundstrand advantages: 


Payroll Records. Your Payroll Sheet or Summary 
is prepared at the same time that the Em- 
ployee’s Earnings Record is posted and the 
Pay Check or Pay Statement or Pay Enve- 
lope is written. 


Postings to the Employee’s Earnings Record 
are made in original, not carbon impressions. 
When the forms are in the machine, all 
entries are completely visible. 


Dates and Pay Check Numbers are printed 
automatically. Protective Stars are automa- 
tically printed before the Check amount. 
When deductions exceed earnings, the Pay 
Check is automatically voided. 


Gross Pay and Net Pay amounts are automa- 
tically computed and Column Totals are 
automatically printed. 


Government Reports. Year-to-Date Total Gross 
Earnings and Withholding Tax are automati- 
cally computed for Income Tax purposes. 


Quarter-to-Date Total Taxable Gross Earn- 


ings are automatically computed for Social 
Security Tax purposes. When the taxable 
total reaches $3,000, the machine automati- 
cally exempts amounts in excess. 


War Bond Ledgers. The machine can be set for 
any bond denomination. The Unapplied 
Balance and the amount “To Go” before the 
next bond can be purchased are automatically 
computed. 


When the Unapplied Balance reaches the 
purchase price of the bond, the purchase is 
automatically recorded. All bond purchases 
are listed by employees and automatically 
counted and totaled. 


A call to your local Underwood Elliott 
Fisher office will bring you, without 
obligation, interesting information on 
how your payroll department can save 
hours of man power and woman power. 


* * * 


Sundstrand Payroll Accounting Machines are available 
subject to War Production Board authorization. 


Save the Seconds and You Save the Day— 


Underwood Elliott Fisher Company 


Accounting Machine Division 


One Park Avenue, New York 16, 0.% 














PERSONAL ITEMS 











Mr. James D. Vaughan has been named 
controller of the American Locomotive Com- 
pany. Mr. Vaughan had served as executive 
assistant to the president of the company for 
seven years, and previously was with Price, 
Waterhouse & Company as supervising ac- 
countant, 


Mr. Arthur W. Davis, previously control- 
ler of American Steel and Wire Company in 
Cleveland, has been named controller of 
Standard Brands, Incorporated, in New York. 
A member of The Institute for several years, 
Mr. Davis is holder of certificate number 
1506. 


Formerly controller of the F. Raniville 
Company of Grand Rapids, Mr. Will Flynn, 
a member of The Institute since March, 1942, 
has accepted a position on the staff of Baker, 
Lyman & Co., Inc., in New Orleans. 
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A member of The Institute and former con- 
troller of the University of Cincinnati, Mr. 
Ralph W. Miller is now associated with Cin- 
cinnati Industries, Inc. in the capacity of spe- 
cial assistant to the treasurer. Mr. Miller 
joined The Institute in August, 1940. 


Election of Mr. Leonard C. Mallett as gen- 
eral manager of Pratt & Whitney Aircraft 
Corporation, of Missouri, was announced by 
Mr. H. Mansfield Horner, president of that 
corporation and of United Aircraft Corpora- 
tion. Mr. Mallett, who was vice-president 
and assistant general manager of the Mis- 
souri company since August, 1942, was 
elected a member of The Institute in March, 
1943. 


Mr. William H. Hird is now with the 
Archer Hosiery Mills in Columbus, Georgia. 
Holder of certificate number 2436, Mr. Hird 
has been affiliated with The Institute since 
March, 1943. 


Mr. Alfred B. Cipriani was elected vice- 
president of Brewster Aeronautical Corpora- 











Visible Fully Automatic 
Multiplication...a patented 
Fridén Feature, makes completely 
Automatic Multiplication a reality. 


Set either factor of any Multiplication problem on the Keyboard. Then enter 
the other factor in the Multiplier. For either Positive, Negative or Accumula- 
tive Multiplication just touch ONE KEY...and presto, the Carriage is automat- 
ically positioned, the Dials automatically cleared, the Calculator automatically 
counts and shifts until the problem has been completed...then finally clears 
the Keyboard preparing the machine for any subsequent calculation, 

Fridén Calculators are AVAILABLE when applications for deliveries have 
been approved by the War Production Board. Telephone or write to your local 
Fridén Representative for complete information. 


Fridén Mechanical and Instructional Service is available in approximately 250 
Company Controlled Sales Agencies throughout the United States and Canada. 


FRIDEN CALCULATING MACHINE CoO., INC. 


HOME OFFICE AND PLANT ¢ SAN LEANDRO, CALIFORNIA, U.S.A. * SALES AND SERVICE THROUGHOUT THE WORLD 








tion, Long Island City, at a meeting of the 
Board of Directors on June 20. Mr. Cipriani 
a member of The Institute since May, 1949. 
will continue as controller. ; 


Mr. John S. Farrar was elected comptroller 
of the General Electric Company on June 23 
succeeding the late Ira D. Le Fevre. Mr. Farrar 
had been serving previously as assistant comp. 
troller of the company since 1936. 


Nevil Ford, who for two years has served as 
administrator and executive manager of the 
New York State war bond sales organizations 
was recently appointed chairman of the War 
Finance Committee for New York, succeeding 
W. Randolph Burgess, vice-chairman of the 
National City Bank. Mr. Ford is vice-pres. 
ident of the First Boston Corporation. 





New Expiration Date for 
War Contract Forms 


Present contract settlement 
forms will be used through Sep- 
tember 30, 1944, instead of expir- 
ing July 31, 1944, the War Depart- 
ment announced on July 19. 

At the same time it was learned 
_ from the War Department that the 
Army Air Forces are training 4,225 
officers and men to handle con- 
tract termination, contract audit- 
ing and property disposal. 

The courses will train 1,700 men 
at the Materiel Command School, 
Vandalia, Ohio; 400 at the Army 
Industrial College, Washington, 
_D. C., and 700 at Harvard Uni- 
_ versity, 200 legal advisors at the 
_ Judge Advocate General’s School, 
Ann Arbor, Mich., and 1,225 au- 
ditors and accountants at the 
Army Air Forces Budget and Fiscal 
School, Dayton, Ohio. | 











Tax Facts 


“Facts & Figures on Government Finance, 
1944” is the title of a new publication re- 
leased by Tax Foundation, New York. The 
volume assembles within its covers all the 
facts concerning the more significant de- 
velopments in federal, state, and local fiscal 
affairs. A fulsome series of tables covers 
government expenditures, taxation, income, 
war finance, public debt, and public admin- 
istration. A considerable number of special 
charts illustrating trends are also part of the 
volume. 





TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Il. 








APPRAISALS 


Made by qualified experts in all lines 
STANDARD APPRAISAL COMPANY 


BOSTON 6 CHURCH ST. stunts 
pec ange NEW YORK  oerrort 
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Pies Window-Posting Machines in Savings Banks post 
_ The the Pass Book, Ledger, Journal—all simultaneously. Each rec- 
- de- ord is complete ... requiring no additional work; each bears an 
fiscal original print ...no carbon copies; all were made with the 
‘ome, same operation . . . eliminating two additional operations; all 
imin- were made in the customer’s presence . . . authentic by the cus- 
f the tomer’s audit; all were printed from the same set-up of amount 
keys ... all are identical. 

7 National Accounting-Bookkeeping Machines may be secured 
through priorities. 


Our factory at Dayton, Ohio, proudly flies the Army-Navy "E" with four 
stars * *& & *& for “unceasing excellence” in the production of precision 


ax 


instruments and other war materiel. 


Obalional 


c CASH REGISTERS * ACCOUNTING-BOOKKEEPING MACHINES 








: The National Cash Register Company 
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INSTITUTE ACTIVITIES 











Benefits of Membership 
in The Institute 


On the occasion of the recent Tenth An- 
niversary observance of the organization of 
the San Francisco Control of The Institute, 
Mr. T. Gartrell, secsetary and treasurer of 
General Metals Corporation, Oakland, Cal- 
ifornia, wrote the following letter to Mr. 
William Webster, then president of the 
Control. It is reprinted by permission of 
Mr. Gartrell. 


“As one who has reaped the benefits of 
membership of seven out of the ten years 
the San Francisco Control has been in ex- 
istence, I feel that more than ordinary con- 
gratulations are due upon this Tenth Anni- 
versary. 

“I know of no seven years that have been 
as full as those just passed, for they have 
given me an experience I could not other- 
wise have had. 

“Through my association with the San 
Francisco Control I have gained by the 
knowledge of others, I have benefited by 
their counsel and advice and feel, as a re- 
sult, that my company has benefited to an 
equal degree. 

“Through this same association I have 
added numerically to those whom I call 
friends. 






‘Th 





CONSULTANTS IN 


- AMERICAN 
_ APPRAISAL company 


PRmOPER TY 





“I look forward to every meeting of the 
Controllers, to the social period prior to 
the meeting where I can get that “lift” we 
all so badly need at this time, and the meet- 
ing sessions that follow. 

“I am proud of my membership and it 
is with sincere hope that this Tenth Anni- 
versary is excelled only by those anniversa- 
ries which are to follow.” 


“Casualty Insurance” Discussed 
by Seattle Control 


One of the Controls to continue meeting 
during the summer, the Seattle Control of 
The Institute had for its speaker, on July 27, 
Mr. J. W. Gowdy, assistant vice-president of 
the Northwest Casualty Insurance Company. 
Mr. Gowdy addressed the group on the sub- 
ject, “Casualty Insurance in a Changing 
World,” his talk being followed by a discus- 
sion and question and answer period. The 
es was held in the Washington Athletic 
Club. 


Control Has Summer Outing 


The Western Michigan Control of The In- 
stitute scheduled an outing for August 9 at 
the Muskegon Country Club. The program 
included golf and dinner for members and 
invited guests. 





Ne 







ECONOMICS 





H. Gordon Calder Heads 
Birmingham Control 


At the August 8 organization meeting of the 
Birmingham Control of The Institute, which 
was held in the Hotel Tutwiler, Mr. H. Gordon 
Calder, vice-president and treasurer of South. 
ern Natural Gas Company, was elected presi. 
dent of the new Control for the 1944-45 term, 
Mr. John C. Naylor, national president of The 
Institute, attended the meeting and presented 
the charter to the organization. 

Other officers elected at the meeting were: 
Vice-President, Mr. John Pugsley, comptroller 
of Tennessee Coal, Iron and Railroad Company; 
Secretary-Treasurer, Mr. Raymond Beeny, secre. 
tary-treasurer of The Alabama Gas Company. 

The next meeting of the Control has been 
scheduled during October and the directors of 
the Control will be elected at that time. 

In addition to Messrs. Calder, Pugsley and 
Beeny, the following Institute members were 
present: Messrs. Raymond D. Barry, Peoples 
Water and Gas Company; Richard H. Childers, 
Moore-Handley Hardware Company; Charles 
G. Herren, Alabama Water Service Company; 
H. E. Jackson, Southern Natural Gas Company; 
A. F. Mullins, Jr., Avondale Mills; J. B. Pol- 
lard, The Ingalls Iron Works Company. 

The following guests were also in attend- 
ance: Messrs. Harry V. Mitchell, secretary- 
treasurer, Gulf States Paper Corporation; John 
Crawford, secretary-treasurer, Debardeleben 
Coal Company; Thomas B. Noble, assistant 
treasurer, Stockham Pipe & Fitting Company. 

In the course of his remarks to the meeting, 
President Naylor said: ‘‘Priorities, allocations, 
price controls, inventory limitations, contract 
renegotiation and termination, and other war- 
time demands upon business have revealed the 
shortcomings of pre-war accounting principles 
and methods. That is why controllers as a group 
must step up their search for better accounting 
techniques to reflect the intricate problems 
which will face business during the reconver- 
sion period. 

“To the mechanical aids which serve finan- 
cial magement must be added honesty of pur- 
pose and passion for complete disclosure, if 
business management is to retain the popularity 
which its war efforts have earned.” 


Syracuse Control Has 
Luncheon Meeting 


The first luncheon meeting of the Syracuse 
Control of The Institute was held at the Syra- 
cuse Liederkranz Club on August 1, and was 
very much enjoyed by the members who at- 
tended. Because of the enthusiasm expressed 
for this type of meeting, it is planned to con- 
tinue them in the future. 


Social and Business Features 
at Dallas Meeting 


The only social meeting of the year sched- 
uled for the Dallas Control was conducted 
on August 15 at the Dallas Country Club. 
The golfers teed off early in the afternoon 
and dinner was served thereafter, with the 
evening being devoted to a round-table dis- 
cussion led by Mr. Russell M. Braund, of 
“Reconversion Problems and their Relation 
ship to Controllers.” Because of the high in- 
terest on the part of its members, the Dallas 
Control has held meetings throughout the 
summer. 
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FOR POSTWAR JOBS 





E are now accepting applications from men in the armed 
forces and from others for peacetime work selling 
Addressograph and Multigraph equipment. 


With the end of the war we believe competition in American 
business will be keener than ever. We believe the companies 
with high costs and low efficiency will be forced out of the run- 
ning. Because all of our products are designed with one purpose 
. +. to Cut business costs and improve efficiency .. . we expect 
our sales to increase tremendously after the war. 


Every business that makes or sells any product or renders a 
service is a prospect for Addressograph or Multigraph equip- 
ment or both. 


In addition to all of our own men, now on leaves of absence 
in the armed forces, we expect to add more than two hundred 
salesmen to our established offices in all parts of the country. 
Salesmen will once again be job makers. Our preference is for 
industrious young men with selling ability who are familiar with 
office or factory systems and methods, accounting procedures 
or similar business operations. If you feel you can qualify 
for the job of selling Addressograph-Multigraph simplified 
business methods to American business, write us now giving 
full information about yourself and your business background. 


Write The Addressograph-Multigraph Corporation, Cleve- 
land 17, Ohio. 


1graph-Multigraph 5 orporation 


TAADE-MARE AEE WS pal OFF 


SIMPLIFIED BUSINESS METHODS 
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OLD ACCOUNTING METHODS 
DEFICIENT 








(Continued from page 374) 





CONFLICTING LEGAL AND ACCOUNTING 
CONCEPTS 


I have already mentioned the difference 
in thought between industrial accountants and 
those in the Treasury and other governmental 
bodies, such as the difference between account- 
ing income for the books and statutory in- 
come for tax returns, renegotiation and ter- 
mination settlements, etc. 

It might not be so bad if we only had to 
contend with the difference of opinion among 
these groups, but recent Supreme Court de- 
cisions have made it pretty clear that a very 
urgent need exists to have both the legal 
profession and the accounting profession con- 
sider jointly matters of principles and state- 
ments to govern the rather complex situa- 
tions of the present day. Two current de- 
cisions have recently received much attention, 
which I think might be mentioned to advan- 
tage here. One is the Northwestern Electric 
case, involving the disposition of a goodwill 
item on its balance sheet and the other is the 
Hope National Gas Case, involving a rate 
base. 

In the case of the Northwestern Electric 
Company the records showed that $3,500,000 
stock had been apparently issued for no con- 
sideration and an item of good will in cor- 
responding amount was set up on the balance 
sheet. The accountants for the Federal Power 
Commission stated that in their judgment it 
should not be on the books and should be 
written off, but that the seriousness of such 
action might well suggest to the Court a pol- 
icy which would be less burdensome. 

The decision of the Court was that the com- 
pany would not be required to write off the 
goodwill against earned surplus or even 
against a capital surplus, but that after mak- 
ing provision for preferred stock dividends, 


any excess earnings for future years should 
be applied toward a reduction of the good- 
will item. On the surface this might appear 
to be ameliorating the burden of such a re- 
quirement, but this principle, if generally 
adopted, might have some very serious im- 
plications. There are many companies which 
have preferred stock issues under which the 
company agrees not to pay common stock divi- 
dends_ if the surplus goes down to a certain 
point. One can readily see that if a company 
is placed in the position of not being able to 
add to its surplus, but must apply to an item 
such as this goodwill any surplus profit in 
excess of its preferred stock dividends, the 
company might soon reach the point where it 
would be getting along in a rather prosperous 
way, but still be unable to pay any common 
stock dividends. 

The Hope Natural Gas Case involves the 
question of cost accounting. According to 
previous accounting principles, we have 
thought of cost as “cost to the accounting 
unit” and this in most cases would either be 
corporation cost, or enterprise cost, if the cor- 
porate setup involves affiliated and associated 
companies. To these two concepts of costs the 
Court has added a third one, namely, that of 
original cost and with the further mandate that 
it be cost to the person or corporation first 
dedicating the property to the public service. 
If financial statements for rate-making pur- 
poses or any other purposes are to be re- 
quired not only to show the cost to the corpo- 
ration at the time of the transaction, but also 
the original cost to the concern first dedicating 
the property to the public service, the amount 
of work required is going to be greatly in- 
creased and some doubt may exist as to just 
what the final outcome of such procedure will 
be. If any further proof is needed as to the 
urgent necessity for accountants, lawyers, and 
government representatives to carry on imme- 
diate and complete research along these lines, 
let me quote below an article which I saw in 
one of the San Francisco papers just recently, 
quoting the opinion of their State’s Supreme 
Court. The opinion read in part: 
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The Institute’s President, Mr. 
John C. Naylor, achieved 100 per 
cent. in his goal of visiting each of 
the local Controls of The Institute 
during his presidential year when 
he journeyed to meetings of the 
Atlanta and Birmingham Controls 
on August 7 and 8, respectively, 
In Birmingham, Mr. Naylor pre- 
sented the charter to the new Con- 
trol, which was holding its first 
meeting since its charter was 
gtanted following an organization 
meeting in that city on May 17. 

When Mr. Naylor took office in 
September, 1943, The Institute’s 
local Controls numbered 27. Dur- 
ing his term of office, new Con- 
trols were organized in Portland, 
Oregon; Seattle, Washington; 
Grand Rapids, Michigan; Toledo, 
Ohio; Dallas, Texas; New Or- 
leans, Louisiana; Atlanta, Georgia; 
and Birmingham, Alabama, in ad- 
dition to the Quad-Cities Control, 
covering Davenport, Des Moines, 
Rock Island, Moline, Clinton, and 
other nearby cities. 











“The factors which affected the value of the 
investment in this case justified the commis- 
sion in refusing to follow the practice of 
adopting as an annual charge to plant con- 
sumption the company’s book depreciation 
reserve or any other hypothetical sum ap- 
proved by accounting practices.” 


In this case, as in the other two cases men- 
tioned, I do not have sufficient information 
regarding the facts to justify an opinion re- 
garding the merit of the case, but I am of the 
opinion that when a State or Federal Court 
refers to “other hypothetical sum approved 
by accounting practices,” it is time that we 
get together and work out principles and state- 
ments which will increase the confidence of 
each one in the other. 

As stated in the beginning, I do not have 
the answers to many of these problems at the 
present time. I doubt whether anyone has. I 
do appreciate the importance of these items, 
however, and am simply making a statement 
of them. I submit them to all Controllers as a 
challenge to their best brains and ability. 

The solution of these problems represents 
one of the useful jobs that each controller 
can render to his company and if, as a result 
of our efforts, we can devise principles and 
statements to record accurately and completely 
the complicated transactions of present-day 
business, we shall be not only serving out 
management, in helping to illuminate the way 
their course should take, but doing a service 
bordering on business statesmanship, the need 
for which I have repeatedly stressed. 


San Francisco Control Holds 
Special Meeting 


Mr. J. F. Marias, former president of the 
California State Harbor Commission, pre 
sented a paper on “The Postwar Possibilities 
of the San Francisco Bay Area,” at a special 
luncheon meeting of the San Francisco Con- 
trol of The Institute, held on August 24 i 
the San Francisco Commercial Club. 











